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The choice of topic, justification of the central research 
question, and contribution to theory 
I started my PhD studies in September 2002 on the PhD Program of Corvinus University of 
Budapest (formally known as Budapest University of Economic Science and Public 
Administration), specializing in the field of strategic management under the supervision 
of Professor Károly Balaton, DSc. From the very beginning, I was interested in studying the 
strategic renewal capabilities of organizations exhibiting innovative market behaviors 
from the point of view of management. My initial focus was refined first during the 
course of my PhD studies in Hungary and abroad, and second as I have progressed in 
elaborating the pertinent literature. My thesis thus focuses on the strategic behavior of 
managers in small- and medium-sized organizations with the aim of studying the 
phenomenon of entrepreneurial management in organizational settings. 
The underlying assumption of my dissertation is that strategy is a pattern in a streams of 
actions, whether intended or not. In spite of the great variance in these behaviors, a few 
consistent patterns can be identified. With the appropriate use of taxonomy formation, 
however, these patterns in behavior can be classified into a few easily separable types of 
business-level strategies (for more details see Antal-Mokos and Kovács, 1998; Hortoványi 
and Szabó, 2006; Miles and Snow, 1978). Taxonomies supported by empirical studies not 
only expose the generic strategies but, at the same time, explain differences in 
management and organizational processes (Ucbasaran et al., 2001). Entrepreneurial 
management is assumed to be one of such behavioral patterns (a latent strategy). The 
main goal of my research is to identify and analyze thoroughly the phenomenon of the 
entrepreneurial management process. In order to reach this goal, 
 I have embedded my research in a broader context for systematically mapping the 
roots of entrepreneurship. After summarizing the literature review, I position my 
research in the cross-section of “individual” and “process” studies, namely, what 
empirical evidence is provided by managers of Hungarian SMEs that could help us 
to understand the phenomenon of entrepreneurial management and what can we 
learn from the behavior of entrepreneurial managers that may be utilized in 
professional management? 
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 Focusing closely on the practice of entrepreneurial management, I have revised 
Timmons’s model (1994) and derived my hypotheses upon the suggested new 
model. I have also incorporated the critiques of previous studies and identified a 
novel research methodology – multidimensional scaling – for revealing the latent 
strategies and identifying taxonomies. Entrepreneurial managers are identified on 
the level of their entrepreneurial orientation. My hypotheses are tested by cross-
tabulation and Pearson correlation. 
 My results have revealed that there are two new, formerly hidden dimensions 
opposed to entrepreneurial orientation: “speculation orientation” and “product 
push orientation”. By distinguishing entrepreneurial orientation from these 
dimensions I believe the verification of my hypotheses is improved. Finally, the 
interpretation of my results provides useful insights for managers and policy-
makers as well as researchers. In addition, I also identify new research questions 
for future, follow-up research. 
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1. The evolution of entrepreneurship theory 
1.1. The roots of entrepreneurship in economic theory 
1.1.1. Entrepreneurship, as arbitrage 
It was the writings of the Irish-born banker, Richard Cantillon, whose work Essai Sur la 
Nature du Commerce en Général (published posthumously in 1755 and 1931), that gave 
the concept of entrepreneurship an “economic meaning” and the entrepreneur a role in 
economic development (Cornelius et al, 2006: 377). Cantillon had defined discrepancies 
between supply and demand as options for buying cheaply and selling at a higher price. 
Entrepreneurs were alert to supply-demand arbitrage options, however, they were 
assumed to purchase inputs at a certain price while selling them at an uncertain price. 
This emphasis on the arbitrage clearly suggested that entrepreneurs bring the market into 
equilibrium (Murphy et al, 2006) by eliminating market imperfections. 
1.1.2. Entrepreneurship, as creative destruction 
The nineteenth century was characterized by the emergence of an industrial society, that 
begun with Britain’s industrial revolution from the mid 1700s until the 1830s. During this 
time of conjectures, competition across industries (e.g. cotton versus corn) added 
discontinuity dynamics to economic activity and entrepreneurs were able to discover 
more niches and kinds of opportunities, and they began to accumulate wealth and 
displace aristocrats. Explanations of entrepreneurial activity began to include unique 
awareness and understanding of such circumstances. Entrepreneurial activity came to be 
regarded as a mechanism of change as it transformed resources into unforeseen products 
and services. 
It was against this background where the thoughts of Joseph Schumpeter (1885–1950) 
were developed. Schumpeter’s seminal work was Theorie der Wirtschaftlichen 
Entwicklung (1912, and a rather different second edition was published in 1926) or 
Theory of Economic Development (1934), which is the English translation of the second 
edition (c.f. Madarász, 1980). It was Schumpeter who postulated that capital consists 
more of goods or production equipments, rather it is a political factor; a power over the 
production (Sundbo, 1998:54).  
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Capital only has a function in a dynamic economy, as a tool to give the entrepreneur 
power to break the market’s status-quo by introducing innovations into the system. 
Accordingly, entrepreneurship forces “creative destruction” across markets and 
industries, simultaneously creating new products and business models. The core of 
Schumpeter’s definition is that innovation is an effort made by one or more people who 
produce an economic gain, either by reducing costs or by creating extra income. The 
economic gain is in this case not related – as in traditional economic models – to the 
reduction of wages or to the increase of prices. Rather, there must be a qualitative leap 
induced by the change: there must be elements which are new to the given sector or 
industry.  
Schumpeter’s contribution had three important merits on the development of 
entrepreneurship theory: 
First, entrepreneurial activity is largely responsible for the dynamism of industries and 
long-run economic growth (Szanyi, 1990). As Baumol pointed out (1968) the entrepreneur 
does not only compensate for the market imperfections which were assumed by 
microeconomic theory, but entrepreneurs link market problems with innovation, and 
through this create growth and development for both the firm and the market. By 
focusing on the creation of future goods and services, their delineation directs scholarly 
attention to the problem of emergence (Gartner, 1993). This added a distinctive feature 
to entrepreneurship research; an element that was missing in established theories in 
economics and management (Davidsson, 2003:331). 
Second, in Schumpeter’s theory the ability to break with established practice and “keep 
capitalism moving forward” (Mintzberg et al, 1998:125) have great social consequences. 
The Schumpeterian innovation that creates disharmony and disorder is not created by the 
capitalists’ exploitation of the working class, but by the creative activity of the 
entrepreneurs (Sundbo, 1998:55). The creative destruction is to be remedied 
subsequently by imitators (i.e. other market actors), who will ultimately balance the 
system (Murphy at al, 2006). The inclusion of imitators or followers adds the view that 
driving the market process does not require that the first mover makes a profit. Even if 
the first mover eventually loses out, when someone gets the business model right, the 
process leads to a lasting change in the market (Christensen, 2003; Davidsson, 2003). 
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Third, Schumpeter portrayed entrepreneurs as visionary change agents (Sandberg, 1992), 
and characterized them with the desire to build up wealth. From Schumpeter’s point of 
view, however, the entrepreneur is not necessarily somebody who puts up the initial 
capital or invents the new product, but the person with the business idea (Mintzberg et 
al, 1998). 
As a consequence, the view that ownership is required for entrepreneurship was 
challenged (Murphy et al, 2006). Importantly, entrepreneurs should not necessarily be 
owners or founders, but could be hired managers as well. As Davidsson argues (2003:334) 
entrepreneurial activity refers to “all new activities regardless of the formal or legal 
organizational context” hence, the emergence of new goods or services can occur within 
new or established organizations, i.e. through different modes of exploitation. Hence, the 
stated domain of entrepreneurship includes corporate entrepreneurship as well 
(Stevenson & Jarillo, 1990; Zahra et al, 1999a), where, corporate entrepreneur is 
someone particularly rich in initiative within an organization, someone who struggles to 
realize an idea often at the expense of existing norms (Sundbo, 1998). 
Schumpeter’s reasoning of creative destruction stimulated considerable discussion. 
According to Kirzner (1973), for example, entrepreneurship consists of competitive 
behaviors that drive market processes. Simon (in Davidsson, 2003:318) put it slightly 
differently; by emphasizing that entrepreneurship is the introduction of a new economic 
activity that leads to change in the marketplace. Both definitions highlight that 
entrepreneurship is about making a difference. If it does not, it is not entrepreneurship 
(Davidsson, 2003:318). Under this suggested framework, entrepreneurship must produce 
something “new to market”. That firm is entrepreneurial which gives buyers new choice 
alternatives to consider, challenge incumbents as well as attract additional entrants as 
followers. As a result of entrepreneurial activity, resources are more effectively and 
efficiently used, and this is what drives the market. 
In some respect, the suggested definition of entrepreneurship is restrictive. The inclusion 
of outcome criterion – in the form of lasting market impact – distinguishes entrepreneurs 
from business founders and managers. Without a strong, conscious drive to grow and 
conquer, business founders are not entrepreneurs. Neither managers, who used to plan, 
coordinate and evaluate (Chandler, 1990). Moreover, entrepreneurship shall be 
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distinguished also from change management. The management of organizational and 
ownership changes – such as acquisition, internal re-organization, or management 
succession – by themselves do not constitute entrepreneurship (Davidsson, 2003:321). A 
manager may facilitate entrepreneurship through organizational change, but without 
changing the buyers’ choice options or influencing competitors’ behavior the activity 
remains change management.  
Consequently, it is important to separate conceptually the organizational or ownership 
change from its effects. It is the market related activity that may eventually result in 
entrepreneurship. Therefore, it is the launching of new business activities that might 
follow from it, and not the organizational change itself, that constitute entrepreneurship. 
1.1.3. Entrepreneurship, as value creation 
The Schumpeterian innovative path breaker has remained a basic point of reference for 
many of his successors (e.g., Cole, 1959; Knight, 1967; Drucker, 1970; Baumol, 1968, 
1990). The Austrian economics school viewed entrepreneurial activity as rooted in an 
economic system in which information is unevenly distributed across people (Shane, 
2001). The division of knowledge explains the presence of uncertainty, which gives rise to 
market opportunities. Drawing on the arguments rose by the Hayek and Mises, Kirzner 
(1973) proposed that it is the possession of idiosyncratic information that leads to the 
existence and identification of entrepreneurial opportunities. Because every person has 
some information that others do not have, the information as well as knowledge is 
randomly dispersed. Thus, there are inherently rooms for improvement in the system, 
which also implies that resources are not coordinated in an effective way.  
Consequently, the inefficiencies create opportunities to new economic activities that add 
value (e.g.: a new alternative that buyers can choose). By seeking out these opportunities 
and by constantly reorganizing resources in a more effective way, the entrepreneur leads 
the process toward stability (Landström, 2005:39) thereby entrepreneurship contributes 
to the reallocation of resources in society (Dahmeén, 1970 in Landström, 2005). The 
entrepreneurial alertness to opportunities and the creative re-combination of resources 
turned the perception of innovation to be constructive (Davidsson, 2003). 
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Creating something new, improved, or competing is not a straightforward task, however. 
For Frank H. Knight (1967) and Peter Drucker (1970) entrepreneurship was about dealing 
with uncertainty. Knight was the first who made a distinction between risk and 
uncertainty (Cornelius et al, 2006), where uncertainty refers to situation in which 
outcomes themselves are unknown, while risk refers to the situation when the probability 
of distribution of outcomes is unknown. Uncertainty hence is unique and uninsurable, 
and scholars argue that the skills of the entrepreneur lie in the ability to handle the 
uncertainty that exists in any given society. 
Despite of its origin in economic theory, the traditional theory of economics has had little 
room for entrepreneurship. Regrettably, aside from the above mentioned scholars and 
some others, few economists followed Schumpeter’s tradition. Mainstream economics 
always preferred the abstractions of the competitive market where resources would find 
each other through a price system; and for those who “focus on the tangible parts of the 
business, such as money, machinery, and land, the contribution [of entrepreneurial vision 
and creativity] may seem baffling” (Mintzberg et al, 1998:128). 
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1.2. Entrepreneurship, as an independent field 
Near the end of the nineteenth century, the concept of diminishing marginal utility as an 
explanation to certain economic activity opened the way for subjectivist frameworks 
describing relations among people, not objects like demand and supply (Murphy at al, 
2006). As a result, socio-political and cultural circumstances, vis-à-vis economic ones, 
became increasingly central drivers of market system phenomena and problems. Human 
and environmental factors became useful for explaining market actor behavior in addition 
to economic ones. It was left to behavioral science researchers to continue theoretical 
development in entrepreneurship research, and research comparing entrepreneurs to 
other types of people emerged. David McClelland was one of the first to present 
empirical studies in the field of entrepreneurship that were based on behavioral science 
theory (Cornelius et al, 2006). 
 
1.2.1. Entrepreneurial traits 
In his pioneering work The Achieving Society (1961), McClelland highlighted that 
psychological traits such as need for achievement, desire to accept responsibility in 
complex situations, and willingness to accept risk under conditions of skill-based 
performance are factors stemming from individual differences (Bakacsi et al, 1996). For 
McClelland, the premise was that the norms and values that prevail in any given society, 
particularly with regard to the need for achievement, are of vital importance for the 
development of that society (Midgley & Dowling, 1978).  
According to his view, entrepreneurs are people who have a high need for achievement 
coupled with competitive spirit, strong self-confidence and independent problem solving 
skills, and preference of taking calculated risks. They work to excel: either to provide 
remedy for inefficiencies or to outperform others by new solutions. Moreover, 
McClelland showed correlation with the level of a country’s need for achievement and its 
economic development through a large number of experimentally constructed studies. 
McClelland with his seminal work contributed greatly to the recognition of entrepreneurs 
as an important driving force of development (Johnson, 1990).  
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As a result, two new research trails emerged, one, focusing on the motivations of 
entrepreneurs as primary causes for their behavior (Gregoire et al, 2006); second, 
drawing attention to the contextual factors that motivate and affect individual level 
entrepreneurial activity (Shaver & Scott, 1991). 
1.2.2. Entrepreneurship and regional development 
Meantime, public policy makers were confronting the challenge in Western Europe and 
North America of restoring economic growth and competitiveness (Audretsch, 2004). The 
turning point was the late 1980s, when conventional wisdom that large corporations in 
oligopolistic setting are the engine of innovative activities was refuted. Empirical studies 
(i.e.: Ács & Audretsch, 1988) found consistent and compelling evidence that small firms 
and new ventures were also important source of innovation.  
In addition, the regions that exhibited the highest rates of growth and job creation also 
exhibited the highest rates of entrepreneurial activity. The globally experienced huge 
structural changes in societies worldwide after the post war era – e.g.: economic 
recessions, technical progress, increasing internationalization of economies, and far-
reaching political changes emphasizing stronger market-oriented ideologies – created a 
level of uncertainty and disequilibrium that constituted a breeding ground for innovation 
and entrepreneurship (Cornelius et al. 2006; Stevenson & Jarillo, 1990). From the fall of 
Rome (circa 476 CE) to the eighteenth century, there was virtually no increase in per 
capita wealth generation in the west.  
With the advent of entrepreneurship, however, per capita wealth generation and income 
grew exponentially by 20 percent in the 1700s, 200 percent in the 1800s, and 740 percent 
in the 1900s (Drayton, 2004 quoted in Murphy et al, 2006). This new economic up-heal 
redirected the research interest to the study of supply side economics and in factors – like 
entrepreneurship – determining economic growth. Baumol (2002 in Audretsch & 
Kleinbach, 2004) argued that entrepreneurial activity account for a significant amount of 
the growth left unexplained in traditional production function models.  
While the traditional factors of labor and capital and even the addition of knowledge are 
important in shaping output, the capacity to harness new ideas is also essential to 
economic output. Consequently, entrepreneurs are socially important not because they 
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exist, but because they contribute to productivity and growth. Audretsch and Kleinbach 
(2004) found empirical support that entrepreneurship exerts a positive impact on a 
region’s output as measured in terms of Gross Domestic Product. The role of 
entrepreneurship has been reversed completely, and entrepreneurship was perceived as 
an engine of economic and social development throughout the world.  
By the new millennium, public policy has responded with the promotion of 
entrepreneurship, even it became the central thrust of the European economic strategy 
(Audretsch, 2004). That milieu stimulated today’s considerable discussion, debated and 
popular research investigating the link between innovation and regional development 
(Wenneker et al., 2005; Audretsch & Fritsch, 2002; Ács et al, 2001); legal aspects and 
policy implications with special focus on transition economies (Aides, 2005; Johnson et al, 
1997; Vecsenyi, 1992; Hisrich & Vecsenyi, 1990), and finally self-employment and regional 
development (Blanchflower et al, 2001; Csapó, 2006). Based on the still vivid general 
interest in these research traditions, the Global Entrepreneurship Monitor (GEM) – a not-
for-profit international academic research initiated in 1999 with 10 countries – today 
conducts research in 43 countries. The aim of the GEM research is to capture the 
entrepreneurial landscape by investigating entrepreneurial activity at various stages of 
the entrepreneurial process, as well as studying a variety of factors characterizing both 
entrepreneurs and their businesses in each participating nation and across countries (Ács 
et al, 2001). In some countries, the survey also includes questions for the analysis of 
family-based entrepreneurs and social entrepreneurship. 
Consequently, in the late 1970s entrepreneurship began to emerge as an independent 
academic field of inquiry. The Babson Conference on Entrepreneurship was started in 
1982. The Academy of Management made a separate Entrepreneurship division in 1987. 
Although the 1980s were a period of growth in entrepreneurship institutionally, much of 
the research was largely descriptive and was quite simplistic both methodologically and 
theoretically (Shane, 2001). As scholars entered entrepreneurship research from others 
fields, most notably from the field of strategic management (e.g.: Kathleen Eisenhardt, 
William Gartner, and Ian MacMillan etc.) strong connections could be found with 
between entrepreneurship and other fields of business and social science inquiry (Shane, 
2001). 
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1.2.3. Women entrepreneurs 
In 1976, the Journal of Contemporary Business published Eleanor Schwartz’s article 
“Entrepreneurship: A New Female Frontier”. While her article was not the first academic 
paper on entrepreneurship, it was groundbreaking in that it was the first article ever 
published focusing on women entrepreneurs (Hisrich & O’Brien, 1981). Historically and 
traditionally women have been confined to the private sphere of domesticity, and hence 
have been denied access to the requisite resources for the entrepreneurial entry – access 
to capital, business and technical education, or prior management experience.  
The typical cases of business ownership of woman throughout the centuries have usually 
been those in which the woman inherited a business from her father or husband. Because 
of the scarcity of women entrepreneurs until relatively recently (1900s), information and 
knowledge about women as business owners or entrepreneurs has been limited.  
In contrast, from 1972 to 1982 the number of self employed women in the United States 
increased by 69 percent, five times greater than that for men in the same period (Scott, 
1986) Similar trends were observable both in developing countries and in transition 
economies (e.g: Hisrich & Fülöp, 1994). While many businesses operated by women 
entrepreneurs were in traditionally female dominated occupations (like services and 
retailing), women were also broadening their participations in non-traditional fields, for 
example in forestry, fishing, mining, construction, and manufacturing (Hisrich & O’Brien, 
1982; Stevenson, 1986). The objectives of studies focusing on women entrepreneurs 
were to identify the reasons why women were going into business for themselves, the 
types of women who were doing so, how successful they had been, and finally what are – 
if any – the disadvantages and advantages of being female entrepreneurs compared to 
their male peers. 
1.2.4. Entrepreneurial process 
At the beginning of the millennium, entrepreneurship scholars became particularly 
engaged in studying the phenomenon of entrepreneurial process: from opportunity 
exploration to exploitation. While retaining an interest in individuals, scholars have 
emphasized the fit between the entrepreneurial actions and the specific opportunity 
(Davidsson, 2003). Entrepreneurship actually appears to be influenced heavily by factors 
beyond the control of individual entrepreneurs (Shane, 2001).  
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Most importantly, the variance of opportunities – due to their context specificity – seems 
to be crucial to the process (Gartner, 2001; Low & MacMillan, 1988). Shane and 
Venkataraman (2000) have claimed that opportunities exist irrespective of individuals or 
firms; which highlights the importance of studying the possibility of different modes of 
exploitation for a given opportunity. According to Davidsson (2003:338-339), the 
assumption that “opportunities exist independently of particular actors”, is true. 
However, opportunities do not exist as complete; they do not come to fruition without 
unique insights and organizing activities of the entrepreneurs.  
Because of differences in knowledge, skills, motivations and other dispositions, 
individuals (and firms) differ from one another as regards what ideas they can and will 
pursue and as regards what external opportunity they can profitably exploit, and how.  
In short, economy is fundamentally characterized by heterogeneity; therefore individuals, 
organizations, competence clusters, regions, and industries differ in terms of discovery 
and exploitation propensity. For example, “opportunity-based” entrepreneurship and 
“necessity-based” entrepreneurship occur for very different reasons. Hence, the 
intersection between opportunities and entrepreneurs or mode of organizing, or both, 
has become an emerging issue in the development of entrepreneurship theory (Busenitz 
et al, 2003). 
Putting slightly differently the subjectivist perspective on opportunity, it seemed 
meaningful to look at how individual initiative enters the exploitation process. It all 
started with the influential paper of the sociologist Mark Granovetter published in 1973. 
In The Strength of the Weak Ties Granovetter argued that weak ties (i.e. acquaintances, 
that are relative loose contacts available to an individual) provide access to information 
and resources beyond those available in strong interpersonal circle; but strong ties have 
greater motivation to be of assistance and are typically more easily available.  
1.2.5. The social nature of entrepreneurship 
Inspired by social network theory, entrepreneurship scholars began to investigate the 
phenomena from a fresh angle: what are the impacts of factors such as prior knowledge 
or social network on both identification of opportunities and their transformation into 
value (Gregoire et al 2006). For example, entrepreneurship researchers argued that 
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information provided through weak ties enable entrepreneur to identify opportunities; 
hence they are rich sources of entrepreneurial ideas (cf. Hite, 2005; Floyd & Wooldridge, 
1999; Hansen, 1999; Hortoványi & Szabó, 2006b; Uzzi, 1997; Hansen, 1991). Having 
identified an opportunity, the entrepreneur needs to determine which interpersonal 
relationships are crucial for support; and most of his or her time must be spent on 
building, negotiating, and maintaining these relationships (Byers et al, 1997). As a result, a 
new social network emerges, in which the entrepreneur becomes a central figure.  
The key part of the entrepreneurial process is the articulation of the idea. Since the 
entrepreneur relies on his or her subjective, prior knowledge in judging the value of an 
opportunity, the key part of the process is to articulate their idea to others who may be 
unsure about or would not do it at all. The social nature of entrepreneurship means that 
entrepreneurs need to spend a great deal of time with searching, persuading, and 
negotiating in order to indeed pursue an opportunity beyond the resources they control 
currently. 
Consequently, by “bridging” these otherwise unconnected persons or groups, 
entrepreneurs can extend their capabilities and access to resources (Floyd & Wooldridge, 
1999). However, sparse network rich in structural holes, featuring the absence of ties 
among those in the network (Burt, 1992) present an action problem to implement ideas 
(Obstfeld, 2005). Interestingly, research highlighted that an individual who is first to 
recognize an opportunity may not be the one who champion the mobilization of 
resources. Venkataraman et al. (1992) pointed out that the shift between the person, 
who identify opportunity to another who actually realize that opportunity is more likely 
the result of social isolation created by the individual’s lack of appropriate ties, or the 
inability to nurture and develop such ties. It follows that in social network individuals are 
disadvantageous with a few weak ties compared to individuals with multiple weak ties as 
they become disconnected from the other parts of the network (Barabási, 2003).  
While various aspects of a person’s location in a structure of interpersonal relationships, 
it became apparent that social networks have value. Social networks improve productivity 
of certain individuals and groups, as their superior connections to others allow them to 
gain access to valuable resources. According to Coleman (1988) social capital facilitates 
individual or collective action. While in his work, Coleman used the term to explain 
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particular social phenomena neutrally (Portes, 1998), such as how some people of 
privilege managed to gain access to powerful positions through their social connections, 
he reveals that social capital is a privilege that is linked to the possession of a membership 
in a group. Hite (2005) has revealed that entrepreneurs can proactively manage their ties 
in order to enhance the emergence and growth of their venture idea. 
1.3. Milestones in theory development 
The following figure provides a comprehensive overview of the conceptual timeline in 
building entrepreneurship theory. The milestones indicate the process of establishing 
entrepreneurship as a distinct scholarly domain, although the certain aspects of the 
phenomena are also explained and predicted in other established disciplines such as 
economics, psychology and sociology as well as the various branches of management 
studies. During its 35 years of existence, entrepreneurship theory has been developed by 
addressing questions through inductive approaches. Therefore, theoretical inputs and 
quality standards from other fields of research were contributed. 
Figure 1. Theory development timeline 
 
Source: Adapted from Murphy et al (2006) 
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While not fully mature, entrepreneurship shows all the signs of a maturing field from its 
increasingly internal orientation and the establishment of key areas of research through 
to an enhanced, discipline-specific, theoretical approach with a professional language of 
its own (Cornelius et al. 2006). 
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2. Conceptual and empirical challenges of the phenomenon 
Despite the number of published papers that might be considered related to the theory 
of entrepreneurship, no generally accepted theory of entrepreneurship has emerged 
(Gartner, 2001) the body of entrepreneurship research is stratified, eclectic, and 
divergent. Analysis of published entrepreneurship researches (c.f. Aldrich & Baker, 1997) 
show that the field generates many theories and frameworks; multiple but disconnected 
themes reflecting the disciplinary training and lens of their authors (Gartner et al, 2006) 
and there exists no powerful unifying paradigm (Busenitz et al, 2003). 
In its increasing complexities of its own, entrepreneurship is intertwined with a complex 
set of contiguous and overlapping constructs such as management of change, innovation, 
value creation, small business management, technological and environmental turbulence, 
and industry evolution. Furthermore, the phenomenon can be productively investigated 
from disciplines as varied as economics, sociology, finance, history, psychology, and 
anthropology, each of which uses its own concepts and operates within its own terms of 
preference (Cornelius et al. 2006; Low & MacMillan, 1988). 
Despite the potential for richness and texture that such a diverse mix of disciplines brings, 
in many cases, the problems and issues addressed by researchers are fundamentally 
different from each other. In comparing management and entrepreneurship research 
published until 1995, Aldrich and Baker (1997) concluded that entrepreneurship research 
exhibits comparatively low levels of convergence. More importantly, the progress toward 
coherence in paradigm development tends to be rather slow and limited (Murphy et al, 
2006; Curran and Blackburn, 2001; Shane and Venkataraman, 2000). 
In 1988, Low and MacMillan in their article Entrepreneurship: Past Research and Future 
Challenges critiqued researches in the field of entrepreneurship, which inspired three 
important advances in theory development (Aldrich & Martinez, 2001) including: 
(a) a shift in theoretical emphasis from the characteristics of entrepreneurs as 
individuals to the consequences of their actions; 
(b) a deeper understanding of how entrepreneurs behave: use knowledge, 
networks, and resources to construct firms; 
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(c) a more sophisticated taxonomy of environmental forces; all at different levels of 
analysis. 
In addition to the above, the critique had raised another important issue: the lack of 
specification in the level of analysis for entrepreneurship research. Ucbasaran et al. 
(2001) went further by categorizing entrepreneurship research into a hierarchy of analysis 
levels: research dealing with the individual entrepreneur, the entrepreneur’s firm, and 
the industry the firm is in. Taking it further, the geographical, regional, national, and 
international context of the firm are also relevant levels for comparative studies. 
In recognition to the complexity and the dynamic nature of the phenomena, table 1 aims 
to briefly summarize the conceptual challenges in entrepreneurship literature. The 
horizontal axis – as suggested by Low and MacMillan – contains the outcome, the 
process, and the context; the three variables are indispensable for understanding 
entrepreneurial success. The vertical axis contains the four different levels of analysis. 
Their intersection specifies the underlying research focus. 
Table 1. Summary of conceptual challenges in Entrepreneurship Theory 
Level of 
Analysis Outcome Process Context 
COMMON 
drivers 
Individual 
Unique 
characteristics of the 
entrepreneur as 
cause of 
performance 
Connection between 
action and inputs 
Result of stimuli: life 
experience or training 
Why some 
people and not 
others 
Start-up 
and Small 
Firm 
Causes of failures 
and/or exits 
Process of capitalizing 
on smallness and 
newness 
Resource mobility & 
public capital 
availability 
Ingredients of 
successful 
venture creation 
Corporate 
Corporate internal 
venturing & Spin-offs 
Intrapreneurship 
Renewal (cf: industry 
life-cycle) 
Paradox of 
efficiency 
Aggregate 
Engine of regional 
growth 
Social embeddedness  
Cultural differences in 
entrepreneurial 
inclination 
Policy 
implications 
VIEWED 
as… 
Economic 
phenomenon 
Social-behavioral 
phenomenon 
Evolutionary 
phenomenon 
 
 
 
The following section provides in-depth discussions about each research stream 
presented in the matrix.  
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2.1. Research focuses according to variables investigated 
2.1.1. Outcome 
Outcomes refer to the growth and the performance of trends in financial, organizational, 
and human terms over time and in comparison to competitors. The competitiveness of 
entrepreneurial businesses vis-à-vis their traditional competitors is the important issue 
here.  
Being a defining characteristic of entrepreneurship, organic growth of firms has become a 
legitimate interest for entrepreneurship research in the late 1980s with the main research 
question: “Why do some firms continue to develop and expand, whereas others remain 
small and behave conservatively” (Davidsson et al, 2006:1). 
Advocates of outcome perspective argue, that without any consideration of growth, 
entrepreneurship is reduced to a “dichotomous empirical variable” (Davidsson et al, 
2006:33). Davidsson et al. (2006) suggest that entrepreneurship is an economic 
phenomenon occurs only if value is created and hence, entrepreneurship shall be 
measured by what effect new organization or activity has. An organization or an activity 
can grow only if it is successful. Most start-ups never create much organization; and new 
activities undertaken within existing organizations do not add to their size. Irrespective of 
which level of analysis is chosen, some aspects of growth should be regarded as part of 
the entrepreneurship phenomenon. 
In addition, the measurement of the overall performance – including efficiency and 
effectiveness of different entrepreneurial activities – is essential for applied research 
(Venkatarman, 1997; Low & MacMillan, 1988). According to Gregoire et al. (2006), 
entrepreneurship scholars begun to focus on the venture-performance inspired by the 
seminal work of Porter’s (1980) Competitive Strategy, though this cluster of research – in 
contrast to strategic management – is perhaps less focused on the influence of industry 
structure, firm-level strategy, and more with founders’ and organizational characteristics 
(cf: Dobák, 1988; Roure & Maidique, 1986; Van de Ven et al, 1984). However, the 
relationship between entrepreneurship and performance is rather complex, due to the 
multidimensional nature of performance construct (Lumpkin & Dess, 1996).  
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Inherently, entrepreneurial activities may lead to favorable outcomes on one 
performance dimension and unfavorable outcomes on another performance dimension. 
The choice of appropriate performance indicator is essential for conducting valid 
research, since the applicability of the indicator is contingent on the unit of analysis 
(Davidsson et al, 2006). When the unit of analysis is the individual, the use of sales as well 
as the accumulation of assets is equally interesting as a performance indicator. The 
growth in terms of employment, however, seems to be of secondary relevance, since 
increase in employment is almost never a goal in itself for a growth oriented 
entrepreneur. 
Table 2. The relationship between unit of analysis and suitable growth indicators 
 Individual Firm Aggregate 
Sales High suitability High suitability High suitability 
Employment Low suitability High suitability High suitability 
Assets High suitability Limited suitability Low suitability 
Adapted from Davidsson et al, 2006:53 
The growth of firm level activities on the other hand can be captured by the study of sales 
expansion and increase in employment. The success of a new activity is reflected in an 
increased demand for the products and services provided to the market, which in turn 
increases sales. The measurement of assets is often considered problematic, due to 
differences in accounting practices. 
Sales growth is the best growth measure of firm level activity, since it reflects even short-
term changes; it is easy to obtain, as well as it has high generality. It seems unlikely that 
growth in other dimensions could take place without increasing sales (Davidsson et al, 
2006:52). It is possible to increase sales without acquiring additional resources or 
employing additional staff, for example, by outsourcing the increased business volume. It 
is also possible to replace employees with capital investments, making production 
automated. The second case also highlights that there could be inverse relationship 
between capital investments and employment growth. The use of multiple indicators of 
growth, however, gives richer information and may be better than single indicators (Zahra 
& Covin, 1995; Freeser & Willard, 1990; Evans, 1987). 
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Two innovative measures of firm performance, economic value added (EVA) and market 
value added (MVA), have recently received considerable attention. EVA and MVA attempt 
to measure “the difference between the value of a firm’s outputs and the cost of the 
firm’s inputs (Kay, 1993). Unlike conventional accounting measures of profitability (e.g.: 
return on investments), EVA and MVA recognize the cost of capital and the riskiness of 
the firm’s operations (Dess et al, 1999), and as such, they appears to be especially well 
suited for the study of corporate entrepreneurial activities. 
Additional, non-financial measures are also needed to better evaluate the outcomes of 
entrepreneurial activities (Zahra & Covin, 1995) since entrepreneurial activities may take 
many years to fully pay off and being documented in financial performance. Employee 
turnover (Jackson et al, 1991; Bantel & Jackson, 1989; Zenger & Lawrence, 1989), top 
management team heterogeneity (Ensley et al, 1998; Priem, 1990; Murray, 1989) or 
public image and reputation could be insightful in accessing near-term outcomes. 
Regional growth can be captured best by looking at employment change as well as 
measures of enterprise dynamics – start-up rates, exit rates, or net-entry rates (Audretsch 
& Fritsch , 1994; 2002). In comparative studies across industries, however there is a need 
to control for measurement bias.  
First, the relative importance of start-ups versus established firms for example varies 
greatly across industries. Specifically, the start-up rates are higher in the service sector 
than in manufacturing industries. Second, changes in the rate of unemployment and self-
employment rates might be distorted by taxation policies just in case of assets measures, 
such as return on equity. Third, industry specificity also needs to be controlled, because 
for example manufacturing industries tend to be more capital intensive, while the service 
sector tends to be more labor intensive. Consequently, assets are considered as weak 
indicator in highly-aggregate studies. 
Econometric studies tend to show a correlation among the level of entrepreneurial 
activity, national wealth and economic growth. There is a dilemma around causality 
(Wickham, 2006). Are regions wealthy because entrepreneurs operate – or do 
entrepreneurs emerge because the region is wealthy? Since these studies are complex in 
nature, the identification of correlations seems inadequate; identifying the direction of 
causality would be more explanatory. 
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Scholarly interest for the challenges the growing entrepreneurial firm faces (cf. Harper, 
1995; Adizes, 1992; Churchill & Lewis, 1983; Greiner, 1972) constitutes another wing of 
outcome studies. According stage models, as the firm grows it passes through a sequence 
of stages (cf. start-up, early growth, later growth, maturity, decline or renewal), each with 
its own particular characteristics and challenges. The underlying assumption is that 
problems a firm faces at an early stage of its existence are not the same it may face in 
later stages. By knowing where the organization stands in its life cycle, an entrepreneur 
can understand the root of the problems, and hence the transition from one stage to 
another is more likely to succeed.  
Though these growth models seem to be overly normative, contemporary research found 
that organizations in different phases of their lifecycle encounter problems prescribed by 
Adizes’ model (Göblös & Gömöri, 2004). In her case study research, Salamonné (2006) 
revealed that growth-pattern of Hungarian small- and medium-size enterprises is step-by-
step as it was predicted on the basis of stage-models. Her final conclusion was that an 
integrated model of Adizes and Greiner is relevant in the Hungarian context. Based on 
similar research, Szirmai (2002a, 2002b) concluded that for both the entrepreneur and for 
the researcher the most important is to address the question how to extend or shorten 
organizational life cycle, how to delay the decline stage, and what interventions are 
needed for smooth transition from one stage to another. 
Finally, entrepreneurial success has a flip side, as well. That is failure. It is not necessary 
that each and every entrepreneurial effort will be successful in itself. Failure is also an 
important phenomenon in entrepreneurship, provides an important learning opportunity 
(McGrath & Cardon, 1997). Regarding the different levels of analysis, researchers looking 
at the issue of failure tend to examine the conditions that may lead to failures; attributed 
to mistakes made by entrepreneurs themselves versus being attributed to factors that 
adversely impacted the venture but were outside of the control of the entrepreneur. 
Analyzing start-ups Vesper (1983) for example identified 12 barriers to entrepreneurship. 
Typical problems include poor business model, inexperience and lack of market 
knowledge, inability to delegate responsibility, lack of management skills, or shortage of 
seed money. 
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Figure 2. New business 
New Market New Business 
Market Extension 
Existing Business 
 
Existing Market 
 Existing Product Product 
Extension 
New 
Product 
Source: Sathe, 2003: 6 
New business creation is moving away from known territories – from existing products 
and existing markets – to unknown. Thus, management faces very different challenge 
from those of stretching established products and established markets. It usually requires 
new skills, new techniques, and new facilities. As a result it almost invariably leads to 
physical and organizational changes (Christensen, 2003) putting the firm’s stake at risk. By 
contrast, market or product extensions build on the same technical, financial, and 
merchandising resources used for the original product line. 
In case of corporate venturing, failure to innovate seems to be attributable to 
organizational inertia (Floyd & Wooldridge, 1999). While existing capabilities provide the 
basis for the organization’s current competitive position, without renewal, the same 
capabilities become rigidities constraining the firm’s future ability to compete. It is 
inherently difficult for top managers to successfully create new business because they are 
simultaneously responsible for the health and growth of existing business (Sathe, 2003:6). 
In independent entrepreneurship, by contrast, new business creation gets the founder’s 
undivided attention. 
2.1.2. Process 
This process is dynamic, since new opportunities rarely if ever emerge in a rational and 
predictable fashion but rather in the context of much uncertainty (Busenitz et al, 2003) as 
well as unexpected problems and barriers may arise along the way (Gartner, et al. 1989). 
While most business activities involve time, Bird and West (1997) argue that temporal 
issues uniquely and explicitly characterize the entrepreneurial process, thus high-speed 
decisions and action are typically required for success (Eisenhardt, 1989). In addition, 
entrepreneur used to act with ambition beyond the resources currently under his or her 
control, in relentless pursuit of opportunity (cf.: Stevenson 2006; Timmons, 1994). 
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Time and resources are both important dimensions of the opportunity exploration and 
exploitation process, hence it became imperative for researchers to better understand 
the role of cognition and social capital in the entrepreneurial process (Hatch & Dyer, 
2004). Organizational sociologists including Howard Aldrich (1979) and John Freeman 
(1996) developed the theory further by conducting research on entrepreneurship as a 
social process. According to Byers et al (1997) Aldrich was amongst the firsts who 
proposed that entrepreneurship is embedded in a social context, channeled and 
facilitated (or inhibited) by a person’s position in a social network. Not only can social 
networks facilitate the activities of potential entrepreneurs by introducing them to 
opportunities they would otherwise have missed or not have pursued, but social 
networks are also essential to providing resources to exploit opportunities.  
Byers et al. (1997) agrees that it is certainly correct to give founders the lion’s share of 
credit in young, small organizations. When the organization is small, the founder can 
devote more time to influencing each member; and some evidence implies that founder 
personality has a stronger impact on structure in small and young organizations than in 
old and big organizations. However, entrepreneurial success doesn’t depend just on the 
initial structural position of the entrepreneur, but also on the personal contacts he or she 
establishes and maintains throughout the process (Cooper, 1981; Katz, 1992). Strong 
evidence supports that other people are also involved in opportunity exploitation, people 
who play not less important roles and are hardly replaced (Roure & Maidique, 1986; 
Byers et al, 1997; Floyd & Wooldridge, 1999; Evald & Klyver, 2006). 
As suggested by Landström (2005) three main phases can be identified during the 
entrepreneurial process: each phase calls for different activities and thus involves 
different compositions of the personal network. The first phase – firm emergence – 
focuses on what happens before a venture is legally established. This phase starts when 
an entrepreneur, or a group of entrepreneurs, decides to establish a business. The second 
phase – the newly established firm – is concerned with what happens early after the 
venture has been legally formed. The last phase – mature firm – starts when the firm is 
well established. 
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Figure 3. Changing networking patterns during entrepreneurial process 
 
Source: Evald & Klyver (2006: 17) 
Freeman (1996) emphasizes another distinctive behavior of entrepreneurs: successful 
entrepreneurs found to be especially skilled at using their time to develop relationships 
with people who are crucial to the successful realization of their perceived opportunity. 
According to Byers et al. (1997) even in case of a start-up, the new venture may start as 
the brainchild of one or very few people, but it takes many more people to put together 
the pieces of the puzzle that constitute a successful firm. The first few pieces of the puzzle 
usually come from and through the existing network of the entrepreneur or “insiders”: 
such as friends, family and co-founders.  
As the creation of the venture progresses, however, entrepreneurs need to reach beyond 
their individual social network and involve “outsiders” like banks, venture capitalists, 
lawyers, accountants, strategic partners, customers, and industry analysts and 
influencers. 
In addition and perhaps more importantly, Tsoukas (1996) concludes that 
entrepreneurship is an intensely social activity based on culture. Culture is viewed as an 
open-ended process of communication that shapes economics, politics, and social 
institutions. It follows that entrepreneurs are skilled at joining, reading, as well as 
influencing the “conversations of mankind” (Lavoie, 1991: 49). Since entrepreneurial 
vision is created out of the tension between what is and what might be (Wickham, 2006), 
hence opportunity discovery and the selection are both rooted in social integration and 
on close understanding of the local culture (O’Reilly et al, 1989).  
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For example, a sensitivity to language that could be usefully in accumulation of support 
for entrepreneurial visions through use of metaphor, dramatic skills, integrity, audience 
involvement, and local knowledge (Downing, 2005). 
 
2.1.3. Context 
Advocates of context specificity argue that scholars place too much emphasis on 
entrepreneurs’ individual characteristics (especially personality) as causes of firm 
performance, and not enough emphasis on factors outside the entrepreneur, such as 
structural opportunities and constraints. Byers et al. (1997) for example criticized 
academic writings on entrepreneurship for being especially prone to romanticizing 
individual founders and CEOs when firms turn to be successful. 
Much notable research on establishment and early years of innovative organizations 
found a strong association between environmental conditions and the creation of a new, 
highly innovative organization – firms that were founded to produce a new product or 
service, to employ a new technology or to experiment with fundamentally new 
organizational arrangements (e.g. Kimberly, 1979). The birth of an organization via an 
innovation introduces variation into the population. Though innovation provides an 
advantage, the organization’s survival ultimately depends on its ability to acquire an 
adequate supply of resources. Each environment, however, has a finite amount of 
resources, a “fix carrying capacity” (Mintzberg et al, 1998:292). As the industry gets 
crowded, the struggle for resources drives out of competition the less fit organizations. 
The criteria of fit are set by the environment. The “power of environment” was confirmed 
by numerous studies (e.g: Zahra, 1993; Miller & Friesen, 1983) which documented that 
evolution of a firm takes place in a dynamic context only partly under the control of the 
entrepreneur. Key environmental factors can profoundly influence the success associated 
with entrepreneurial activity (Davidsson et al, 2006:3). Based on the available 
information, entrepreneurs might make correct or incorrect decisions but regardless, 
external circumstances could lead to unanticipated outcomes potentially reversing what 
was anticipated. 
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Evolutionary economics uses the natural selection model to explain the variety of, 
survival of and changes within economic populations emphasizing the evolutionary 
dynamics of processes influencing organizational diversity (Singh & Lumsden, 1990). The 
focal point of the research (c.f.: Baum & Singh, 1996) is set on either (a) effects of 
exogenous changes in the technical and institutional environment on founding and failure 
rates within an organizational population, (b) the effects of organizational age and size on 
organizational mortality, or (c) the consequences of niche width for organizational 
mortality. Evolutionary economics embraces four types of theories (Johnson and Van de 
Ven, 2002 quoted in Wickham, 2006: 135) which defer in the extent to which they allow 
for (a) individual organizations to change themselves – organizational inertia and (b) the 
extent to which the individuals can change their environment – environment exogenicity. 
Table 3. Evolutionary Theories 
  Ability to change firm 
  High Low 
Ability to 
change 
environment 
High 
Industrial community 
theory 
New institutional 
economics 
Low 
Organizational 
evolution theory 
Population ecology 
Theory 
Source: Wickham, 2006:135 
Population ecology theory proposes markets act as the major selection vehicles: the 
variety of competing firms is both in their products and practices are matched against 
markets (Hannan & Freeman, 1977). The process is Darwinian in nature; the organization 
that is not fit well into its environment might not survive. As organizations compete for 
valuable resources, unsuccessful rivals fail to capture an appropriate market share, go 
bankrupt and have to exit. Hence, business environment acts as an ecosystem that both 
sustains, and threatens certain forms of organizations. 
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In population theory, the source of variation can be any variation-generating mechanism, 
there is no more weight given to planned, than unplanned change. A great deal of 
variation is introduced into an organization or a population of organizations through error 
and random variation, rather than through conscious generation of alternatives (Aldrich, 
1979:107). The environment selects the fittest organizations. While the individual units 
are relatively powerless to affect that process, not all selection results from the working 
of an impersonal “invisible hand”. According to Aldrich, selection criteria may be the 
result of political decisions influenced by dominant organizations with socioeconomic 
power. 
Consequently, the entrepreneur is quite limited according to population ecology model. 
Aside from some founding character (e.g. selection of market in which to operate; the 
choice of cooperation with other firms, etc.) the entrepreneurial success largely depends 
on the fate. The entrepreneur has to bet on future and choose between “specialism” and 
“generalism”. The former engages in a narrow range of activities and emphasizes 
efficiency via maximizing fit with the environment while the latter covers a much broader 
range of activities remaining flexible via holding certain resources – slacks – in reserve for 
future emergencies (Mintzberg et al, 1998:292). In case of shocks produced by 
environmental instability, specialists will typically run out of stocks. Generalists, however, 
survive, although they tend to do so inefficiently and only by carrying a great deal of 
excess capacity (Aldrich, 1979:115). Since the choice once made becomes difficult to 
change, depending on how the conditions play out, it may increase or decrease the 
chances of survival (Hannan & Freeman, 1977). 
In keeping with the basic selection metaphor, organizational properties are often seen in 
terms of “liabilities”. The “liability of smallness” predicts that larger organizations are 
more endowed with resources and thus less likely to fail; by contrast the “liability of 
aging” holds that initial advantage become a source of inertia as the organization grows 
older; and the “liability of adolescence” maintains that the greatest danger is in the 
transition between organizational infancy and maturity. Birth is accomplished with 
innovative ideas; maturity is characterized by considerable resources and power. In 
between, the organization may have exhausted the innovation while not yet accumulated 
resources. 
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Population ecology is criticized by entrepreneurship scholars for treating organizations as 
black boxes, closed to an inspection of their inner workings, whereas the entrepreneur 
inside that box is crucial. Second limitation of the theory is that it fails to make predictions 
about individual firms, only about population of firms. But even its “probabilistic” 
predictive power for populations has never been proven; and “the most critical test of 
any model or theory, however, is its ability to predict future outcomes with accuracy” 
(Bygrave & Hofer, 1991: 18). 
 
Institutional economics focuses on understanding the role of human-made institutions in 
shaping economic behavior. Because one institutional framework always “nested” inside 
other broader institutional frameworks, the clear demarcation is always depends on 
actual situations (Williamson, 2000). The institutional framework of a society provides the 
incentive structure that directs economic (and political) activity and shapes the world-
views of their members (North, 1990). Based on a slightly different assumption, both 
Selznick (1957) and Stinchcombe (1965) argued that organizations tend to take on the 
characteristics of people and environments that surround their early establishments. 
Ultimately, an entrepreneur is not just the creator of firms but also the architect of a new 
institutional system of beliefs and values. Selznick emphasized the influence of 
organizational founders on characteristics of the early organization, although he 
recognized that the decisions of the founders are constrained by environmental 
conditions.  
New institutional theory, like population ecology theory, maintains that firms are limited 
in the degree to which they are able to modify their internal constitution, but does 
suggest that firms can modify their environment, their legitimacy. Similarly to Mintzberg 
et al.’s (1998) Environmental School, environment is regarded as the interactions of 
investors, customers, employees, suppliers beyond to government and society as a 
whole, and of course, competitors. Over time, these interactions develop increasingly 
complex and powerful set of rules, norms, conventions, and beliefs embodied in 
constitutions, property rights, and informal constraints that in turn determine economic 
activity (North, 1990; North, 1997). To be successful, an organization must meet and 
master these norms.  
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An entrepreneur – moving into a new sector – shall not focus so much on the fit with the 
environment as was the case in population ecology, but will seek to build legitimacy with 
key stakeholders. According to the view of North (1997) when entrepreneurs seek to alter 
some aspect of economic performance, their actions are limited not only by the standard 
constraints of technology and income, but also by the prevailing institutional system. The 
historically derived constraints are supported not only by the existing organizations that 
will oppose change, but also by the belief system that has evolved to produce those 
constraints. The rate and direction of change will be determined by the “strength” of the 
existing organizations and belief system. Although manifesting itself differently than in 
modern times, the success of entrepreneurship in ancient and medieval times also 
depended on overcoming institutional constraints (Hebert and Link, 1988:15) and Baumol 
(1990) posits that entrepreneurship has been always present in communities and 
societies but its manifestation was always contingent on varying dominant logics and 
reward systems. 
 
Organizational evolution theory regards the unit of evolution as the individual firm. The 
environment is given; managers cannot change it in any way. But firms can, and do, 
change themselves. In hostile environments, which are characterized by high levels of 
competitive intensity, a paucity of exploitable market opportunities, tremendous 
competitive-, market-, and/or product-related uncertainties, and a general vulnerability 
to influence from forces and elements external to the firm’s immediate environment 
(Zahra & Covin, 1995: 48). 
According to Quinn (1978) entrepreneurs are facilitators of organizational learning. An 
effective entrepreneur is not one who, from the outset, is able to plan a particularly 
effective organizational form, but one who is able to make an organization responsive to 
new information and reactive towards new opportunities. Because firms can change, the 
selection is between organizations that can learn and those that cannot learn to modify 
themselves in light of changing environmental conditions. Organizational ecologists (e.g. 
DiMaggio, 1988; DiMaggio & Powell, 1983; Nelson & Winter, 1982) in general have 
described important policy implications of new organizational forms for both government 
agencies and corporate managers.  
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One of the major contributions to the emerging field has been the publication of An 
Evolutionary Theory of Economic Change by Nelson and Winter (1982). They focused 
mostly on the issue of changes in technology and routines, suggesting that industries 
where innovation emerges from knowledge are not of a routine nature and thereof they 
are rejected by hierarchical bureaucracies. Nelson and Winter hence, proposed that there 
exist two distinct technological regimes: the entrepreneurial and the routinized.  
 
Industrial community theory allows for firms to change both themselves and their 
environments. The environment – similarly to new institutional theory – is perceived as a 
set of complex inter-relationship among organizations. Organizations co-evolve: they 
influence, and are influenced by each others. This theory places heavy reliance on active 
learning (Aldrich, 1979:107). Variations are generated, selected or discarded on the basis 
of their contribution to the organization’s goals. 
This approach gives the richest picture of how entrepreneurs compete, but with some 
loss of theoretical specificity (Wickham, 2006). Firms are regarded as heterogeneous: 
every firm is individual and firms may vary in terms of their industry position and their 
internal capabilities. This perspective views variations in organizational forms as 
cumulative interactions of entrepreneurs and organizations toward the establishment of 
a new industry (Romanelli, 1991). Organizations actively adapt to their environments by 
forming mutually supporting coalitions, “organization communities”. The organizational 
community is defined as a set of interrelated organizations which provide key resources 
such as productive labor, financing, and information to their members; and the 
entrepreneur’s key role is to build and maintain this network of relationships (Carrol, 
1984; Astley, 1985). Van de Ven and Garud (1989) argued that new environmental niches 
do not pre-exist, rather they are socially constructed through the opportunistic and 
collective efforts of interdependent actors in common pursuit of a technological 
innovation. If existing organizations are stable, in both their forms and their relationships 
to one another, they will tend not to exploit any new resources that may become 
available in the environment at large. Thus new spaces open. 
According to Romanelli (1991) the process begins with the entrepreneur perceiving an 
opportunity. The entrepreneurs begin to accumulate the social and material resources 
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that are necessary to exploit the opportunity. Over time, as the independent 
entrepreneurs seek resources they will tend to approach similar sources (e.g. trade 
shows, conferences or industry associations) their path begin to intersect. 
Interdependencies get established that benefit actors directly through sharing 
information and resources, which speeds the efforts of entrepreneurs by providing 
legitimacy. By being legitimate the newly established organizations compete over 
alternative technological paths. Over time, a new industry emerges. 
Van de Ven and Garud (1989) argued that such interdependencies help members isolate 
from direct competitors, or others whose vested interest might be threatened, by 
reducing the needs of the new firms to draw resources from existing organizations. While, 
Astley (1985) emphasized technological innovation as the crucial space-creating variable, 
Romanelli (1989) argued that virtually any event or development can fundamentally alter 
existing flows of resources; e.g. changes in social values, changes in the demography, 
economic growth or decline, and so on. 
The practical implications of this perspective are twofold (Romanelli, 1991:98). First, 
innovation may not be taken as a given incident around which new forms of organizations 
evolve. Rather it is a dynamic social process which, as it unfolds, creates the resource 
space that will support the new firms reflecting new organizational forms. Research shall 
identify, at least initially, the human networks that enact the evolution of a new 
organizational form. Second, the context is merely a resource pool from which individuals 
and their interactions create new organizational forms. 
Putting all parts together the conclusion is that researchers by breaking the complex 
phenomenon of entrepreneurial success into smaller parts gain better understanding of 
it. Studying the output draws attention to economic aspects; the process view improves 
the comprehension of the behavioral aspects, while the context view appreciates the 
evolutionary aspects of the overall phenomenon. Present thesis work hence takes a stand 
and follows the processes focus and consequently aims to contribute to the behavioral 
aspects of entrepreneurial activity. 
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2.2. Research focuses according to level of analysis 
2.2.1. The individual level 
Academic researchers have spent considerable time on the quest to predict who will 
succeed as an entrepreneur and who will fail (Gartner et al, 2006). These diverse writings 
emphasize certain traits seem to be associated with entrepreneurs; as such are necessary 
for effective entrepreneurial behavior. Collins and Moore (1970) studied 150 
entrepreneurs and concluded that they are tough, pragmatic people driven by needs of 
independence and achievement. They seldom are willing to submit to authority. Based on 
the study of 2994 entrepreneurs Timmons (1994) for example in analyzing more than 50 
studies found a consensus around six general characteristics of entrepreneurs: (1) 
commitment and determination; (2) leadership; (3) opportunity obsession; (4) tolerance 
of risk, ambiguity and uncertainty; (5) creativity, self-reliance and ability to adapt; and (6) 
motivation to excel. 
A related stream of research examines how individual demographic and cultural 
backgrounds affect the chances that a person will become an entrepreneur and be 
successful at the task. A great deal of research on the socio-cultural backgrounds of 
successful entrepreneurs was conducted in the 1980s and 1990s (Byers et al, 1997). As a 
result, Bianchi (1993), for example, concluded that a person is more likely to be successful 
as an entrepreneur if have a background including (1) being an offspring of self-employed 
parents; (2) being fired from more than one job; (3) being an immigrant or a child of 
immigrants; (4) having previous employment in a firm with more than 100 people; (5) 
being the oldest child in the family and (6) being a college graduate. In addition, many 
researchers commented upon the common – but not universal – thread of childhood 
deprivation and early adolescent experiences as typifying the entrepreneur. 
Such trait-based theories of entrepreneurship – when taken as a whole – are inconclusive 
and often in conflict (Stevenson, 2006), hence their validity is increasingly being called 
into question. There is no real evidence supporting one generally applicable 
entrepreneurial personality; and personality testing des not provide a good indicator who 
will, or will not, be a successful entrepreneur. Gartner in 1988 had critiqued the „long-
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held and tenacious viewpoint in the entrepreneurship field” and set the research focus 
toward a new direction: „what the entrepreneur does, not who the entrepreneur is” 
(Sharma & Chrisman, 1999:26). The research question shifted from areas such as the 
determination of the psychological characteristics of entrepreneurs toward an 
assessment of the cognitive and behavioral aspects of the entrepreneur with an increased 
emphasis on context and on the entrepreneurial process (Cornelius et al. 2006). 
Entrepreneurs as they engage in entrepreneurial activity must assess the perquisites for 
success. The question “How do entrepreneurs perceive their chances of success?” was a 
turning point from typologies of entrepreneurs toward the study of psychological traits. 
Cognitive psychology provides new and profound insights into the thinking of 
entrepreneurs and how they engage with the entrepreneurial process. The research 
about entrepreneurs’ cognitions (perception, memory, experience, intuition, and 
judgment) has focused on thinking about the future (e.g., intentions and vision) and 
decision making. Entrepreneurs seem to be prone to insights, brainstorms, deceptions, 
and ingeniousness (Bird, 1992; Shaver & Scott, 1991; Hornsby et al, 2002). In addition, 
entrepreneurs exhibit extreme optimism in their decision-making processes and are 
prone to overconfidence (Busenitz & Barney, 1997; Hatch & Dyer, 2004; Shepherd & 
DeTienne, 2005).  
In summary, researchers note that first, entrepreneurs hold intense mental visions of 
desirable futures to maintain their long term goals through surprises, shortages and 
barriers, and second, they utilize heuristics to cope with the uncertainty and urgency they 
face (Wickham, 2003). These processes produce fast, perhaps biased, decision making. 
Davidsson et al. (2006) however argues that entrepreneurial behavior is fundamentally 
influenced by perceived ability, need, and opportunity. The right question is not to predict 
the success in an entrepreneurial career given a personality type along with other 
individual characteristics like demographic and cultural background; but how cognition 
influences motivation and the entrepreneur’s perception and validation of 
entrepreneurial options compared with conventional employment alternatives (e.g.: 
Campbell, 1992; Katz, 1992; Eisenhauer, 1995). The assumption of whether or not 
entrepreneurs in general have a cognitive skill that is different from non-entrepreneurs is 
not justified yet, however.  
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It is probably premature to insist that entrepreneurs, as a group, share any particular set 
of cognitive approach. The cognitive approach for spotting new business opportunities is 
found to be dependent of the particular situations (Minniti & Bygrave, 1999; Wickham, 
2006). 
Researchers encountered that for the question, who becomes an entrepreneur, often the 
context as a stimuli plays great role. Hence, it is also fruitful to look at the broader life 
experiences and events which encouraged or forced a person to make a move into 
entrepreneurship (Delmar & Davidsson, 2000). The motivations of entrepreneurs are 
many and varied, hence Wright et al. (1997) have suggested that entrepreneurs might be 
classified as singular- (running a single venture); sequential- (after exit starts running a 
new business) or portfolio entrepreneurs (run more than one business at one time). 
There is growing evidence that, some people start entrepreneurial career because no 
other career option is available to them; ethnic and religious minorities, as well as 
unfulfilled and displaced managers including gender issues are well documented (Oslon & 
Currie, 1992; Shaver et al, 2001). This is not because such people are inherently 
entrepreneurial; rather it is because, for a variety of social, cultural, political, and 
historical reasons, they do not form part of the established network of individuals and 
organizations. As a result they may form their own internal networks, trading among 
themselves. Historically it can be shown that in modern capitalist societies 
entrepreneurship is also a major avenue for upward social mobility, for example, among 
marginal groups such as immigrants (Landström, 2005). 
While research shows similarities in the personal demographics of men and women 
entrepreneurs, there are differences in business and industry choices, financing 
strategies, growth patterns, and governance structures of female led ventures. These 
differences provide compelling reasons to study female entrepreneurship – looking 
specifically at women founders, their ventures, and their entrepreneurial behaviors as a 
unique subset of entrepreneurship. Observable differences in their enterprises reflect 
underlying differences in their motivations and goals, preparation, organization, strategic 
orientation, and access to resources. 
Regarding their motivations for business entry, both women and men in comparative 
studies indicate the primary reason for tuning to self-employment was in order to have 
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more control over their working lives. In comparative studies (e.g.: Hisrich & Brush, 1986; 
Scott, 1986). The drive of women to quest for personal autonomy and self-determination, 
however, was strongly associated with sex-related disadvantages (Stevenson, 1986:35). 
Many women entrepreneur reported that they had gone into business for themselves 
because of the negative forces (e.g: lack of promotion opportunity, lack of power to act) 
that they had experienced working for others (Stevenson, 1986).  
Ownership allows them with both material independence and opportunity to control the 
products of their own labor (Scott, 1986). In addition to autonomy Stevenson (1986) 
pointed to another decisive factor: the desire for greater flexibility. Flexibility allows 
women to harmonize their family lives with work; it permits the convenience of caring for 
children while at the same time operating a business. 
In addition to motives, a substantial body of research examines operational differences 
between women and men entrepreneurs providing arguments that even though men and 
women operate under the same institutional and economic rules, the business world is 
largely constructed and dominated by men (Landström, 2005). Hisrich and Brush (1986), 
for example, reported that women business owners tend to encounter several obstacles 
not encountered by their male peers in access to capital. This is a crutial issue, because 
Balnchflower and Oswald (1998) in their far-reaching study found no correlation between 
life events and entrepreneurial inclination, however, they found that access to initial 
capital was a key event in the entrepreneurial process. Elaborating this issue Aldrich et al. 
(1989) concluded that it is reasonable to believe that women and men belong to different 
types of networks that influence their entrepreneurship – women inhabit a female world 
that only partially overlaps with the male world. 
2.2.2. Start-ups and promising small firms 
It was in the mid-1970s that the world economy first began to show signs that large 
systems were not always superior in promoting technological development. Cornelius et 
al. (2006) pointed to the “twin oil” crises which triggered an appraisal of the role of small 
firms. Many large companies were hit by severe economic difficulties, and unemployment 
became a major problem in many Western societies. In addition, large companies were 
increasingly seen as inflexible and slow to adjust to new market conditions and embrace 
break-through innovations. Carlsson (1992) found two explanations for a greater interest 
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in smaller firms: (1) a fundamental change in the world economy, related to the 
intensification of global competition, the increase in the degree of uncertainty, and 
greater market fragmentation, and (2) changes in the characteristics of technological 
progress. 
David Birch, in his “path-breaking report” The Job Generation Process (cf. Cornelius et al. 
2006:381), pointed out that the majority of employment opportunities in the United 
States were created by small and young firms – not large companies. Entrepreneurship 
became known by its role undertaking in industrial dynamics and job generation 
(Carlsson, 1989). Small firm is defined in terms of the presence of paid employees and 
receipt of payments from customers in independent businesses. To be entrepreneurial, 
however, small firms have to be promising; that is, the organization needs to be 
envisioned as achieving significant economic impact in terms of sales, employment, and 
profit growth (Bhide, 2000). This does not mean that a small firm is not doing something 
new, but small firm’s output is likely to be produced in established way and is unique only 
in terms of location (Carland et al, 1984).  
Thus, entrepreneurial small firm by definition does not include solitary self-employment, 
life-style firms, and “mom and pop” firms. Mintzberg et al. (1998) also consider the 
Entrepreneurial School relevant to start-up and turn-around situations (the detailed 
discussion on turn-around situations comes in the next chapter). 
A number of studies have examined whether the initiation process is relatively consistent 
or varies across different ventures (Carter et al, 1996). Alsos and Kolvereid (1998) found 
significant differences between novice, serial, and portfolio entrepreneurs in their way to 
prepare the launch of the venture. Complementing this, Hansen and Bird (1997) 
distinguished between ventures that develop and sell before taking on employees and 
those that take on employees, then develop and sell. 
Regarding the performance of start-up and promising small firms the issue is their 
survivals. Timmons (1994) reviewed the works of over two dozen authors and noted 
several ingredients of successful venture creation, such as the importance of a lead 
entrepreneur, building a team with complementary skills, a triggering idea for a product 
or service, a well developed business plan, a network of people and resources and 
appropriate financing. In entrepreneurship, however, uncertainty and risk are always 
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present, and entrepreneurs are always faced with the possibility of failure. No matter 
how carefully is the new venture is developed ultimate decision is brought by the market 
in the form of sufficient demand. 
Even though their contribution is so strong, the majority of family businesses do not 
survive beyond the third generation (Upton and Heck, 1997). One explanation for the 
high mortality rate of family businesses may be a decrease in the entrepreneurial 
orientation displayed by successive generations of owner-managers. 
Failure forms a fundamental component of entrepreneurship (McGrath, 1999). While 
many scholars strive to understand and thereby avoid failure (e.g. Romanelli, 1989), 
others argue that failure provides an important learning opportunity for continued 
entrepreneurship (McGrath & Cardon, 1997), and acts as a catalyst for further economic 
and business development (McGrath, 1999). Yet failure is not a simple notion (Wickham, 
2003). It implies the absence of success, and like success, it can only be understood in 
relation to people’s goals and expectations. Failure happens when expectations are not 
met; the question is the degree of failure (e.g.: ‘the business fails to perform as planned, 
hence additional financial support is needed’ more severe issue than ‘the business fails to 
achieve strategic objectives’). 
The perception of and/or tolerance for failure may significantly impact whether would-be 
or nascent entrepreneurs pursue opportunities of which they are aware, despite the high 
risk and effort involved in starting a new business. These cultural perceptions may also 
impact the attributions individual entrepreneurs make for setbacks they experience, and 
how they change their behaviors accordingly in decisions to continue to develop the 
business despite hardship or to cut their losses and close the business immediately 
(Cardon & McGrath, 1999). More broadly, cultural perceptions of failure may profoundly 
influence the allocation of resources towards risky ventures. 
Failures might be caused by circumstances the entrepreneur could not control, such as a 
poor economy. This is in contrast with mistakes, which are seemingly due to avoidable 
errors, or the inability of entrepreneurs to properly steer their ventures. Most of the 
young and small firms spend efforts to stabilize their activity, for example engaging in 
strategic planning is no longer the privilege of bigger ones (Papp, 2006; Szabó, 2005; 
Nagy, 1996). 
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Social network theory focuses on the relationships between actors (individuals or groups) 
who are assumed to be embedded within a network of interrelationships with other 
actors. According to Granovetter (1973), relationships “ties” between actors may be 
classified as strong or weak. The “strength” of interpersonal ties depends on “a 
combination of the amount of time, the emotional intensity, the intimacy (mutual 
confiding), and the reciprocal services which characterize the tie” (Granovetter 
1973:1361). Strong ties are developed between close friends, family and associates, while 
weak ties represent casual contacts with acquaintances. In this paper, family ties are 
introduced as a separate category of strong ties. Family ties are “stronger” than the 
strong ties analyzed by Granovetter (1973). 
Family ties are connections between individuals born within the same family group 
(Barney et al, 2003), for example siblings, parents and other close relatives. The 
“strength” of family ties increases the likelihood that any opportunity discovered or 
resource required will be made available (Aldrich & Cliff, 2003). However, the 
informational content of these ties is also more likely to be redundant. 
Once the business is established, however, family business founders and their successive 
generations will shift their emphasis to family issues, resulting in decreasing 
entrepreneurial orientation. The loss of entrepreneurial orientation and conservatism for 
the sake of protecting family business is associated strongly with the cause that impedes 
the long-term survival of the family business. Maintaining good family relationship 
overruns the importance of profitability (Sharma et al. 1997; 2003); and the relationships 
within the family have the single greatest impact on successful intergenerational transfer 
within family-owned businesses (Morris, et al., 1997). Family firms are also likely to be 
more concerned about the family’s name and about caring for the needs including job 
security of family members and employees, hence they typically demonstrate less 
organizational initiative (Shanker and Astrachan, 1996). These factors suggest that, in 
successive generations, attempts to prioritize the family and maintain control of the 
business for the sake of the family may be a dominant factor in decisions about how to 
manage the firm. 
One of the major conclusions from studies about entry is that the process does not end 
with the entry. Early studies (cf. Audretsch, 1991) indicate that not only is the likelihood 
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of a new entrant surviving quite low but also that the likelihood of survival is positively 
related to firm size an age. Audretsch & Ács (1990) found for example, that the majority 
of start-ups are very small – in most cases too small to survive within the industry. 
According to the authors, the reason for the survival of these firms can be found in their 
learning strategy. Even if companies tend to be below optimum size they can survive and 
grow by continuous learning and adaptation. Many of the new firms will of course fail, 
but the results indicate that industry dynamics is positively related with the success of 
new entrants. 
In addition, while small firms appear to have a higher growth rate, they also have a 
tendency to exit the industry more rapidly (Szerb & Ulbert, 2002; Vecsenyi, 2002; Román, 
1991). In most industries these two tendencies offset each other, which provide 
explanation for why small businesses do not exhibit a higher growth rate than large 
companies (Landström, 2005). 
2.2.3. Firm-level behavior 
As the firm grows it develops processes and systems, and the people within embrace 
distinct roles. The entrepreneur begins to delegate certain amount of responsibility and 
specialist functions start taking over some aspects of the entrepreneur’s initial role. In this 
way entrepreneurial ventures quickly take on a life of their own and they become quite 
distinct from the entrepreneur who established them. Entrepreneurial posture, however, 
can be applied to corporate renewal processes as well as to new independent ventures, 
even if there may be different dynamics within these two contexts (Covin & Slevin, 1993).  
There has been a growing interest for the implications of conceiving entrepreneurship as 
a set of firm-level behaviors. The concept of corporate entrepreneurship has been around 
for at least 20 years, marked with the seminal works of Burgelman and Sayles (1985), 
Burgelman (1984), Covin and Slevin (1989, 1991), and Lumpkin and Dess (1996) and since 
then it has grown in both extent and depth (Gregoire et al, 2006). Amongst researchers, 
however, there is still no consensus on what are the underlying assumptions and 
objectives. Broadly speaking, corporate entrepreneurship refers to the development of 
new business ideas and opportunities within established corporations (Birkinshaw, 2003). 
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In this regard, entrepreneurial firms are those in which the top managers have 
entrepreneurial management styles, as evidenced by the firm’s strategic decisions and 
operating management philosophies (Covin & Slevin, 1986; 1989). The entrepreneurial 
firm is generally distinguished in its ability to innovate, initiate change, and rapidly react 
to change flexibly and adroitly (Dess et al, 1999; Zahra, 1993; Miller, 1983). It seeks ways 
to accentuate and perpetuate the strengths of innovation flexibility, and responsiveness 
while providing more sophisticated and efficient management (Guth & Ginsberg, 1990).  
Corporate entrepreneurship is assumed to result in various outcomes, though. Due to its 
emphasis on innovation, it may result in a new product, service, process or business 
models. Ideally entrepreneurial activity shall yield improvement in both financial 
performance and corporate culture; such as enhanced morale of employees and greater 
extent of collaboration (Hayton, 2005). It may result in “new” organizations being created 
as “spin-off ventures” (Hornsby et al, 1993; Altman and Zacharckis, 2003) or it may 
involve the restructuring and strategic renewal within an existing enterprise (Volberda et 
al, 2001). 
Thus, corporate entrepreneurship is a multi-dimensional phenomenon where three basic 
schools of thought can be identified. The three basic schools are corporate venturing, 
intrapreneurship, strategic renewal (also referred to as “entrepreneurial transformation”) 
(Gartner et al, 2007; Birkinshaw, 2003; Hisrich & Peters, 1986; Sandberg, 1992; Covin & 
Slevin, 1989). 
 
Corporate Venturing 
In the context of firm level behavior corporate venturing refers to entering a market for 
the first time, as opposed to introducing new or existing goods and services into a familiar 
market that is one where the firm is already doing business (Dess et al, 1999: 92). In 
addition, it is the creation of an organization as the outcome: either as an organizational 
unit, or as a corporate spin-off. The more recent works tend to focus on determinants of 
new venture development, new venture strategies, and the performance of new ventures 
(cf. Gartner & Brush, 2007; Burgelman, 1983a and 1983b; Galbraith, 1982; Drucker, 
1970). These studies, however, differs in their focus, such as the different forms of 
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corporate venturing units (Chesbrough, 2002) spin-offs and corporate venture capital 
operations (Hamel, 1999; Zahra, 1995) as well as insights into how companies should 
manage disruptive technologies (Christensen, 2003). 
Corporate venturing is classified into four generic forms by the focus of entrepreneurship 
and the presence of investment intermediation: (1) direct-internal venturing; (2) direct-
external venturing; (3) indirect-internal venturing; (4) indirect-external venturing. The 
internal-external distinction in the focus of venturing typology comes from the 
recognition that venture activity could be originated inside as well as outside of the firm. 
The presence of investment intermediation between the parent company and the 
venture is another variable of relevance, since the involvement of financial investment 
mechanisms operating outside of the parent company is largely depend on the parent’s 
level of commitment to entrepreneurial initiatives; preferred degree of control over the 
initiatives; and ability to accept and manage entrepreneurial risks (Miles & Covin, 
2002:22). 
Researchers argue that new business ventures need to be managed separately from the 
firm’s mainstream businesses, or else the initiatives will not survive long enough to 
deliver benefit to the sponsoring company. Recent research into corporate venturing 
units and corporate incubators concluded that less than 5 per cent of internal corporate 
venturing ideas were taken up by the parent company. In addition, most parent 
companies failed to make any positive contribution (Birkinshaw & Campbell, 2004). 
Established organizations – despite the environmental pressures, financial and value 
creation benefits of corporate entrepreneurship – find corporate venturing to be very 
difficult. 
The start-ups financed by corporate venture capital funds are largely independent from 
the parent company (Elfring, 2002); and hence freed from the tough challenge to align 
the new venture with the company’s existing activities, resources, and capabilities. New 
and emerging markets are too small to embrace by existing businesses in the very 
beginning. The organization screening system tend to drop growth initiatives that fall 
outside the range of the measures of existing business, because top managers are 
primary responsible for the health and growth of existing business (Sathe, 2003:6). The 
key challenge, according to Elfring (2002), is to create and maintain links between the 
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startups and the parent company, in order to ensure competences developed in the start-
ups are linked and combined with the existing resources of the parent. 
An organization that seeks to apply its competencies to a new market or business, or 
needs to acquire new competencies to respond to potentially disruptive innovation has 
three options (Tidd et al, 2005: 425; Christensen 2003): 
1. Attempt to change the competencies and culture within the existing 
organizational structure and processes; 
2. Acquire or form a strategic alliance with the organization that have the necessary 
competencies; 
3. Develop a separate organization within itself, with different structures, processes, 
and cultures. 
 
Intrapreneurship 
Another trend in corporate entrepreneurship research is to study the discovery and 
exploitation of opportunities by organizational members. The term intrapreneurship was 
introduced by Pinchot (1985), but this line of thinking has also been discussed by other 
proponents such as Kanter (1982) and Birkinshaw (1997). This approach focuses on the 
individual and his or her propensity to act in an entrepreneurial way; taking into account 
the personalities and styles of individuals who make good corporate entrepreneurs. 
The long-run success of established firms largely based on their flexibility and 
responsiveness to new and unmet customer demands. Such flexibility can be lost as the 
business grows. All organizations develop an inertia or resistance to change over time. 
Entrepreneurs and the organizations they create are not immune to this. While the 
entrepreneurial organization is founded on innovation, however, there is no guarantee 
that it will remain innovative (Wickham, 2006) because the initial role of the 
entrepreneur transforms from acquiring resources into creating and maintaining 
structures that manage resources.. Often, the innovation sets a pattern of strategic 
activity which the venture attempts to repeat in another sector. The initial success may 
not always translate to other sectors. 
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The strategic decisions made early in a firm’s history generally affect its strategy for years 
afterward (Sandberg, 1992). Romanelli (1989) found little change in strategies following 
the third year after founding. Not only do such decisions lock a firm into a strategy, but 
they also affect its structure and systems (Dobák, 1999). The structures and processes 
have become part of an integrated whole over the years in which it is difficult to change 
one element without unraveling the whole (Eisenhardt, 1988). 
Hence, the job of senior executives is to develop a set of corporate systems and processes 
that promote such entrepreneurial culture and behavior throughout the organization. It is 
about creating an organizational climate of controlled freedom in which, the senior 
executives do their jobs by getting out of the way of those they empower to execute 
strategy (Aldrich & Algeria Martinez, 2001:44). In keeping the organization 
entrepreneurial, the intrapreneur’s role would be parallel that of the entrepreneur. 
According to Pinchot (1985) an intrapreneur must be responsible for developing and 
communicating organizational vision; identifying new opportunities for the organization; 
and challenging existing ways of doing things and breaking down bureaucratic inertia. The 
intrapreneur should do all this with an entrepreneurial approach to using power, 
leadership and motivation, and an ability to overcome organizational resistance to 
change.  
 
Strategic Renewal 
Operating at firm level, this school is concerned more with the structural changes that 
shall be made to encourage entrepreneurial behavior and foster “fit” with both internal 
and external environment (e.g. Naman, 1993; Christensen, 2003). This cluster of firm level 
research includes not only older works that defined the so-called configuration approach 
(e.g., Miller, 1983; Miller & Friesen, 1982, 1983), but also more recent works that focused 
on contextual influencers on corporate entrepreneurship-performance relationship (eg. 
Zahra & Covin, 1995; Zahra, 1991, 1993; Stopford & Baden-Fuller, 1990). 
Premised on the assumption that large firms can and should adapt to their ever-changing 
environment, entrepreneurial transformation suggests that such adaptation can best be 
achieved by manipulating the firm’s culture and organization systems, thereby inducing 
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individuals to act in a more entrepreneurial way. Based on Burgelman’s conceptualization 
(1983a, 1991, 1996) major changes in an organization’s strategy need not be completely 
governed by external selection processes. Successful renewal is likely to be preceded by 
internal experimentation and selection processes. An organization’s escape from the 
forces of environmental selection is possible only if the internal selection environment 
generates a sufficient variety of autonomous strategic initiatives. These autonomous 
initiatives provide “early warning signals” of the need for change and simultaneously lay 
the foundation for the organization’s response (Burgelman, 1991:258). By adopting the 
variation-selection-retention framework of population ecology (see for more details 
Hannan & Freeman, 1989) to the intra-organizational environment, the transformation 
process is viewed as evolutionary associated with the accommodation and utilization of 
new knowledge and innovative behavior (Vecsenyi, 2003; Floyd & Lane, 2000; Tushman & 
O’Reilly, 1996). 
 
2.2.4. Aggregate level 
Aggregate level refers to the study of a cluster of firms; it might concern a region, a nation 
state, a collection of nations states, or the entire global economic system. It may aim to 
address differential development within a particular region – say rural versus urban – or 
target the development of a specific industrial sector – manufacturing or retailing, for 
example. 
The aim of analyzing entrepreneurship as an aggregate level phenomenon is two fold. 
First, it examines the prevailing opportunity structures and legitimacy issues facing 
entrepreneurs in pursuing opportunities across time, industry, social position and location 
(cf. Román, 2002; Shane & Venkataraman 2000; Aldrich 1999). For example, Sandberg 
and Hofer (1987) found that industry structure and venture strategy constitute more 
important influences on venture performance than internal factors, such as the 
entrepreneur and the founding team. Second, it discovers how social, political, 
regulatory, legal, and technological changes create and eliminate entrepreneurial 
opportunities (Shane, 2001).  
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The growing number of start-ups per year however is does not ensure dynamic 
macroeconomic growth. Unfortunately, the exit rate of start-ups is still high, far beyond 
the exit rates of established and bigger firms (Ács et al, 2004). First of all, there such 
cultural factors in Europe which inhibit entrepreneurship. The negative discrimination of 
failed entrepreneurs is one typical example, hence the entrepreneurship supportive 
European culture is a common issue amongst member states (Source: European Portal for 
SMEs, http://ec.europa.eu/enterprise/sme/promoting_hu.htm accessed 30 March 2008.) 
 
According to Landström (2005) Ács and Audretsch have made a number of significant 
contributions on the subject of evolution of the small firms and regional aspects of small 
business and innovation. In their book, Innovation and Small Firms, Ács and Audretsch 
(1990) based their reasoning on the paradox that small businesses more and more are the 
drivers of the economy at the same time as technological change appears to demand the 
investment of large resources in R&D to an increasingly greater extent in order to 
capitalize on the global market – something that ought to be the preserve of large 
companies. They found that the contribution of small businesses to technological change 
in society is significant but there seems to be no single firm size that is optimum. Large 
companies tend to have some advantage in capital intensive industries characterized by 
strong concentration. Consequently, the R&D intensity of an industry has a negative 
impact on start-up frequency, for example in industries where innovative activity is 
dominated by existing companies; the establishment of small businesses is less frequent. 
On the other hand, when external knowledge is crucial for innovation, the industry will be 
targeted by new start-ups, which induce an increase in industry dynamics. Moreover, the 
results also indicate that the propensity of new firm formation largely influenced by both 
macro economic and industry specific conditions. For example, start-ups are stimulated 
by low capital costs. Since start-ups are important for the introduction of new products as 
a result of high-level of innovative activities as well as reemploying people who become 
redundant, there is every reason for policy makers to focus on creating conditions that 
act as a catalyst for the establishment of new firms. 
The choice of location, however, seems to be extremely influential for the success of a 
new venture. Cooper (1984, 1985) found that most new firms did start geographically 
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close to their incubator organizations, which reinforced the view that entrepreneurship in 
a given region is largely dependent on the existing pool of people. Entrepreneurs tend to 
start their firms within commuting distance from their homes and previous places of 
employment. This indicates that they are relatively restricted in their decision about 
where to locate their start-ups (Landström, 2005:274). 
The intense competition among local governments to attract new economic activities to 
their locations highlights the importance of the geography of new enterprise entry 
(Gertler, 1995). The supply of entrepreneurship perceived as critical for sustained 
economic activity, hence the major goal of regional economic development policies is to 
increase job creation and economic growth. Their biggest concern is the identification of 
what triggers entrepreneurial activity (Mazzarol et al, 1999; Morrison, 2000); what 
characteristics of regulatory environment enhance entrepreneurial orientation (Tan, 
1996).  
A number of empirical analyses studying the relationship between start-up activity in a 
region and subsequent employment change yielded diverse, sometimes contradictory 
findings (cf. Audretsch & Fritsch 1994; 2002; Feldman, 1996; Sternberg, 1996). Davidsson 
et al (1994) through analyzing the rate of new firm formation in Sweden across different 
regions also showed that the majority of variations could be explained by structural 
characteristics of the regions. This suggest that regional diversity accounts for a greater 
attention, hence tailored regional economic policies are more appropriate for than a 
singular approach. There are multiple policy paths for growth generation - instruments 
triggering growth in one region may be very different from those applicable in another 
region. Cooper (in Landström, 2005:287) concluded that government policies seem to be 
more useful and applicable at regional level than in national level.  
Hence, Cowling & Bygrave (2003) calls for the comprehensive investigations of similarities 
and disparities as well as patterns and deviations that would enable researcher to 
recommend policies to the governments and business communities in order to increase 
the overall supply of entrepreneurship.  
Considerable progress has been made by Global Entrepreneurship Monitoring and 
Entrepreneurship Research Consortium by comparing institutional and cultural 
differences (Landström, 2005). 
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In addition to the comparison of economic opportunities offered by each location in 
various sectors, there are local forces that may influence opportunity recognition 
processes and the implementation of selected options (Gertler, 1995). During the early 
years of industrialization in the 19th century, the dominant view among economists was 
that the factory system was most efficient where the manufacturing processes were 
concentrated under one roof with a high degree of vertical integration (Máriás et al. 
1981; Marosi, 1981). With the rise of the Italian industrial districts in North-East Italy, 
Brusco (1982) recognized that small firms with modern technology could be as efficient as 
large firms – it is only a question of numbers. Due to the social conventions of the local 
community, one can have low transaction costs which may replace the internal 
economies of scale of the large companies. The most significant point is that these small 
firms, often with less than 10 employees, have very low degree of vertical integration and 
the production process is carried on through the collaboration of a number of firms 
(Brusco, 1982:169).  
Another Italian researcher Becattini (1990:38) concluded these industrial districts are 
characterized with the active presence of both a community of people and a population 
of firms in one natural and bounded area, where community and firms tend to merge. 
The most important trait of the local community is its relatively homogeneous value 
system, expressed for example in reciprocity. There is a process of learning and utilization 
of knowledge that includes the experience sharing and the use of analogies and 
metaphors which are particularly suitable for codifying tacit knowledge. Studying 
knowledge clusters, Getler (1995) arrived to similar conclusions by pointing out in his 
research that geographic proximity promotes knowledge transfer, and improves 
innovation capability of the members. This view was confirmed by other scholars, for 
example Nonaka (1994); Castells (2000); and Chirstensen (2003). 
In addition to employment, the question whether regional economic development policy 
should be targeted towards fostering new firm start-ups or nurturing larger, established 
organizations is another dilemma policy makers face. Based on their empirical evidence 
collected from Germany, Audretsch and Fritsch (2002) found that regional growth seems 
to be result in regions focusing on both large enterprises and new enterprises.  
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Finally, aggregate level of analysis directs attention to key factors in business 
environment that may have an impact on the rate of novice and nascent entrepreneurs to 
catalyze the further economic and business development (McGrath, 1999). Taking it one 
step further, some researchers (e.g.: Audretsch and Acs, 1990; Audretsch, 1991) have 
moved on to the even more specialized but related area of investigating the role and 
impact of knowledge clusters, such as industrial parks on entrepreneurial outcomes. 
 
2.3. Summary 
Based on the literature review, some common patterns within the entrepreneurship 
literature have been identified. Most of the contributions are coming from studies 
interested in assessing entrepreneurial outcomes, in particularly to compare the growth 
and the performance of entrepreneurial ventures to their traditional competitors. Besides 
entrepreneurial performance, some contributions are coming from process studies which 
investigate the entrepreneurial activity; that is how entrepreneurs use knowledge, 
networks, and resource to exploit opportunities. Finally, context studies enhance our 
understanding by exploring the effect of factors outside the control of the entrepreneur, 
such as structural opportunities and constraints.  
In recognition to the complexity and the diverse nature of the phenomenon, table 4 
attempts to summarize the most typical research questions raised at the intersections of 
intersection of the various research streams. 
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Table 4. Summary of key research questions 
Level of 
Analysis Outcome Process Context 
Individual 
Who is the 
entrepreneur? 
What does the 
entrepreneur? 
Why becomes an 
entrepreneur? 
Start-ups and 
Small Firm 
How can start-ups 
survive? 
How consistent 
different entrepreneurs 
are in their approach? 
What drives the 
choice of location? 
Corporate 
Corporate Venturing:  
In or Out? 
Direct or Indirect? 
What are the causes of 
failure? 
How to build and 
maintain 
entrepreneurial 
orientation?  
What forces 
encourage/inhibit? 
What are the 
contingencies? 
Aggregate 
Do entrepreneurial 
firms perform better? 
What are the 
networking patterns? 
Where do 
opportunities come 
from? 
 
As the table reveals, there are two possible branches investigating the very same 
phenomenon. In the study of international entrepreneurship, for example (Oviatt and 
McDougall, 2005:540), one branch focuses on the study of cross-national-border behavior 
and the performance of entrepreneurial actors (see “accelerated internationalization” 
over the horizontal axis); while the other focuses on the comparison of domestic 
entrepreneurial systems, cultures, and circumstances in which they are embedded across 
national borders (cf. “social milieu” over the vertical axis). 
In their review of 416 articles published in the mainstream entrepreneurship journals 
during the previous decade, Chandler and Lyon (2001:107) found that 35% of the 
published studies analyzed entrepreneurship on the level of individuals, 53% on a 
corporate level, and 14% either on an industrial or on a macro level. Research studies can 
be further classified depending on the way they interpret entrepreneurship as a 
phenomenon (economical, social or evolutionary phenomenon). 
Despite the number of published papers that might be considered related to the theory 
of entrepreneurship, there exists no powerful unifying paradigm (Brown et al., 2001; 
Busenitz et al, 2003; Gartner, 2001). After comparing research papers published before 
1995, Aldrich and Baker (1997) concluded that the body of entrepreneurship research is 
stratified and eclectic. In spite of the potential for richness such a diverse mix of 
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disciplines may bring, in many cases, the problems and issues addressed by researchers 
are fundamentally different from each other. More importantly, the progress toward 
coherence in paradigm development tends to be rather slow and limited (Murphy et al, 
2006; Shane and Venkataraman, 2000) and solid and testable theoretical bases are still 
missing (Sexton and Landström, 2000). 
Entrepreneurship is simply a too broad area for scholars to address meaningfully; hence, 
the field would be greatly strengthened if scholars chose sites that identify with one of 
the core research streams and engage in discussion with scholars carrying out similar 
research with that particular focus (Gartner and Brush, 2007). Accepting their 
recommendation, my PhD investigates the intersection of individual and process 
dimensions of Table 1 by focusing on the entrepreneurial management practices.  
Entrepreneurs move the market forward and drive economic growth, that is why the 
understanding of what distinguishes their value-creation activities from the conventional 
management practices is a globally appealing challenge, especially because of the 
recently experienced economic downturns in many countries. Consequently, with the 
dissertation my aim was to resolve the contemporary challenge of theory development 
and contribute to the field by investigating the behavioral aspects of entrepreneurial 
activity. The central research question addressed in my dissertation is: What can we learn 
from the entrepreneurial management practices of SMEs that has implications for both 
practitioners and policy makers? 
 
 
56 
3. Review of entrepreneurial management research 
3.1. Definition of entrepreneurial management 
The Achievement of the right balance between change through continuous innovation 
and stability through efficiency is one of the biggest managerial challenges today. 
Entrepreneurial management by definition is opportunity driven without regards of 
availability of resources and potential obstacles, which requires a great level of propensity 
to change. The critical question is then how these individuals manage to create and 
sustain successful organizations? The research question of present thesis work is related 
to the understanding what distinguish the characteristics of entrepreneurial management 
from the conventional management. It aims to investigate what applications can we learn 
about entrepreneurial behavior by studying Hungarian small and medium sized 
organizations? 
Contemporary definitions of entrepreneurial management tend to center around the 
pursuit of an opportunity (e.g. Brazeal, 1999; Shane and Venkataraman, 2000; 
Venkataraman, 1997); their common characteristics are that they define entrepreneurial 
management as a “mode of management” that is proactive, opportunity-driven, and 
action-oriented. In this regard, entrepreneurial management style is evidenced by the 
firm’s strategic decisions and operating management philosophies. 
 An entrepreneurial management tries to establish and balance the innovation abilities of 
the organization with the efficient and effective use of resources. It can both initiate 
changes and react to changes quickly and flexibly. In the course of the entrepreneurial 
process, the entrepreneurial manager creates new value through identifying new 
opportunities, attracting the resources needed to pursue those opportunities, and 
building an organization to manage those resources (Bhave, 1994; Wickham, 2006).  
An entrepreneurial manager seizes any promising business opportunity irrespective of the 
level and nature of resources currently controlled (Brazeal & Krueger, 1994; Stevenson, 
2006). Consequently, an entrepreneurial manager is someone who acts with ambition 
beyond that supportable by the resources currently under his or her control, in relentless 
pursuit of an opportunity (Stevenson 1983, 2006; Timmons, 1994).  
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In spite of the fact that the concept of entrepreneurial management has been explored 
since long ago, and its scope and depth were have been enhanced by prolific authors like 
Burgelman (1984), Stevenson and Gumpert (1985), and Timmons (1994), the empirical 
study of the phenomenon is still in its infancy (Sexton and Landström, 2000).  
Our knowledge about entrepreneurial practices cannot be extended without a valid and 
reliable measurement, analysis, and interpretation of the key variables. Unfortunately, 
only a few explicatory variables have been validated until now (Brown et al., 2001:953), 
although some remarkable studies have already been published. 
3.2. Advancements in empirical research 
Historically, Miller (1983) developed a scale to measure empirically firms’ degree of 
entrepreneurship on the basis of their entrepreneurial orientation (EO) score. A high EO 
score refers to management that is characterized by a propensity to take risks, innovate, 
and act proactively. This measurement instrument was subsequently further developed 
by Covin and Slevin (1986, 1989) and enriched with two new dimensions: growth 
orientation and competitive aggressiveness. The measurement scale of Covin and Slevin 
has been in use ever since as a baseline by several other researchers (just to mention a 
few, cf. Barringer and Bluedorn, 1999; Stopford and Baden-Fuller, 1994), even though 
Zahra (1993) criticized it several times. 
Zahra (1993) then Brown et al. (2001) expressed their doubts regarding the validity of the 
variables. In their opinion, the questionnaire focuses on measuring partly overlapping 
factors, while the most significant features of entrepreneurship, i.e. the metrics of 
opportunity-driven, ambitious behavior, are left out of consideration and not measured 
at all. In particular, In particular, Zahra pointed out that while these measurement 
instruments do not measure at all explicitly and directly the extent to which managers are 
committed to the exploitation of an opportunity. The definition of the entrepreneur as a 
creative or innovative individual is not sufficient. There are innovative thinkers whose 
business ideas are never implemented. 
Since the early works of Mintzberg (1975), several entrepreneurial roles have been 
identified in the literature. These include the technology innovator (cf. Block and 
MacMillan, 1993; Maidique, 1980), the innovation champion (cf. Shane, 1994), the top 
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executive sponsor (cf. Rothwell et al., 1974), and the knowledge broker (cf. Hargadon, 
1998, 2002; Hargadon and Sutton, 2000). Although all these roles describe essential 
aspects, they do not fully characterize the expected behavior of entrepreneurial 
managers. These roles do not capture the essence of creative, “true-blood” 
entrepreneurs who not only recognize the opportunity but try to implement it in all cases 
– even if there are burdens and difficulties along the way, when resources do not fit and 
are incomplete. 
Similarly, Brown et al. (2001) consider this insufficiency as the greatest obstacle to be 
eliminated by the scientific community. A theory development is calling for a return to 
opportunity-based definition when designing surveys. 
Because of this, Brown et al (2001) argue that the lack of empirical testing of opportunity-
based entrepreneurship is a major impediment to the further development of 
entrepreneurship theory given its importance to firm- and societal-level value creation. 
Table 5. Summary of previous studies on entrepreneurial orientation 
 
Author(s) Year Country Firm size Industry 
Sample 
size 
Factor 
analysis 
Covin and Slevin 1986 USA Large Manufacturing 200+  
Covin and Slevin 1989 USA Small Manufacturing 344  
Lumpkin and 
Dess 
1996 USA 
Medium to 
large 
Heterogeneou
s 
131  
Antoncic and 
Hisrich 
2001 
Slovenia / 
USA 
Medium to 
large 
Manufacturing 141/50  
Brown et al. 2001 Sweden n.a. n.a.* 1233  
Kemelgor 2002 
Netherlands 
/ USA 
Large Manufacturing 4/4  
Wiklund and 
Shepherd 
2005 Sweden Small 
Heterogeneou
s 
413  
* No data is available 
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Several constructive remarks can be made for improving future research on the basis of 
Table 5, which summarizes the main aspects of the most influential studies on 
entrepreneurial orientation: 
 There is a trend in entrepreneurship research to collect data primarily from 
manufacturing companies. Service companies, which represent one of the fastest-
growing sectors in the global economy, have received only modest attention 
(Zahra et al., 1999). The negative effect of focusing on one single industry is that 
the studies are missing the chance to capitalize on inter-industrial differences in 
structures and competitive dynamics.  
 
 Second, all of them relied on the methodology of factor analysis when testing the 
hypotheses. There are controversies regarding the applicability of factor analysis, 
for the condition of normality is not met in the case of the variables. In connection 
with the methodology, Chandler and Lyon (2001:108) also pointed out that the 
application of up-to-date mathematical/statistical methods does not typically 
imply improvements in the reliability and quality of research work. When 
evaluating the comparison of 45 publications assessing the preconditions and 
consequences of entrepreneurial management on a firm level, Zahra et al. (1999) 
criticized their methodologically unilateral character and called attention to the 
fact that methodological creativity is indispensable when testing research models. 
According to the standpoint of Aldrich and Martinez (2001:53), the 
underdeveloped character of the scientific area is also shown by the fact that 
research on entrepreneurship is dominated by inductive studies that rely on 
qualitative methodologies. Arriving at a similar conclusion, Oviatt and McDougall 
(2005:40) call for a more sophisticated research design and for the use of more 
appropriate analytical techniques. The next step in entrepreneurial research is to 
move away from exploratory studies towards causality in order to generate 
theoretically derived hypotheses, develop measures, and apply state-of-the-art 
statistical techniques (Aldrich and Martinez, 2001:53). 
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 Third, the validation of constructs is overwhelmingly performed upon American 
databases. Even though Europe is characterized by large differences between 
regions and countries, and there are various institutional settings that influence 
entrepreneurship (Huse and Landström, 1997), only a few attempts have been 
made to highlight differences in firm-level entrepreneurial activity in emerging 
markets. 
 
  Finally, the critical question posed by Gartner (1988) – and what distinguishes the 
characteristics of entrepreneurial management work from that of conventional 
management – has not yet been answered. Hence, the understanding of why 
some entrepreneurs succeed in exploiting opportunities despite severe obstacles 
has remained a major challenge for the entrepreneurship research community 
today. 
 
Based on the above, my purpose is to fill the “gaps” identified in the literature through 
empirically gauging the practices of entrepreneurial managers and testing them on a large 
sample of firms working in different industries, including the service sector.  
The theoretical contribution of my thesis is to be the first to test the managers’ 
entrepreneurial activity in a new context, on an emerging market, i.e. in Hungary. Finally, 
the relationships among variables proposed by my research model are tested by a 
statistically more reliable technique, the multidimensional scaling (MDS). I believe the 
introduction of MDS to the field of entrepreneurship can contribute to the further 
development of the theory. 
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3.3. Hypotheses development on entrepreneurial management practices 
In this dissertation, there are two important underlying assumptions.  
1. First, the entrepreneurship can be viewed as a characteristic of organizations 
therefore is not conditioned by age, structure, size, or life-cycle requirements. An 
organization is entrepreneurial, when its management acts entrepreneurially. 
When approached as a process, entrepreneurial management may be found in a 
variety of settings that may not have been traditionally seen as entrepreneurial 
(Gartner & Brush, 2007). Consequently, entrepreneurial management is not an 
exclusive characteristic of new ventures or small businesses (Miles & Covin, 2002; 
Gartner, 2001; Naman & Slevin, 1993; Block & MacMillan, 1993) but the 
characteristic of organizations where those with decision making authority act 
entrepreneurially. 
2. Second, since every organization is run and led by individuals, entrepreneurship is 
a form of management approach that is defined as the pursuit of opportunity 
irrespective to the level and nature of resources currently controlled (Stevenson, 
2006; Brazeal & Krueger, 1994). It has been argued that the provision of resources 
is not part of entrepreneurship, since resources – including capital – can be 
obtained from markets (Noteboom, 2005). Consequently, an entrepreneurial 
manager is someone who acts with ambition beyond that supportable by the 
resources currently under his or her control, in relentless pursuit of an opportunity 
(Timmons, 1994).  
The notion of entrepreneurial management also lessens the ownership criteria, since it 
allows entrepreneurs to be hired managers. The perspective taken is consistent with 
previous research (cf. Foss et al, 2006; Burgelman, 1983b; Kanter, 1989, 1985) pointing 
out that in modern firms are increasingly encouraging entrepreneurship at all levels of the 
organization in order to facilitate the resolution of the organizational capability-rigidity 
paradox.  
The recognition of opportunities together with value creation via new combinations of 
resources is entrepreneurial, whether it actually involves ownership or not (Foss et al, 
2006). In any case, the entrepreneurial management approach taken here shifts the 
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emphasis away from the question of “who” the individual entrepreneur is, focusing 
instead on the process itself and the part that individuals play within it. 
The behavioral approach challenged research community to decide where 
entrepreneurship ends (Vesper, 1980); and what distinguish the characteristics of 
entrepreneurial management work from that of administrative management (Gartner, 
1988).  
The nature of managerial work had been studied quite thoroughly. Mintzberg (1975) for 
example concluded that managerial work is made up of a series of activities, and 
managers perform these activities in ways that are predictable and different depending 
on their respective social identities, and roles. Consequently, the difference between 
entrepreneurial and administrative managers can be traced back to the difference in their 
role expectations of enabling their organizations to explore and exploit opportunities. 
One way to address the question of entrepreneurial management practices is to look 
closely at the entrepreneurial roles. In order to understand the phenomenon in depth, 
the hypotheses will be formulated on the basis of entrepreneurial roles derived from the 
literature. 
The biggest difference between administrative and entrepreneurial managers is their 
behavour in different situation. While entrepreneurial managers have a strong action 
orientation, they also need to be differentiated from innovators (who are very creative 
but typically low in action orientation) and exectuors (who are typically not creative, but 
very active). Figure 4. Visualizes the differences on the basis of creativity versus active use 
of social capital.  
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Figure 4. Who is the entrepreneurial manager? 
 
Source: on the basis of Vecsenyi (2003: 32) 
 
The starting point is the model suggested by Timmons (1994), which proposed that the 
entrepreneurial process is opportunity-driven, led by a team, and characterized by 
parsimonious resources.  
Table 6. Hypotheses development 
Timmons’s model Proposed model 
Opportunity-driven Commitment 
Parsimonious resources1 Resource gaps 
Entrepreneurial team Social capital 
                                                 
1
 Parsimony is taken as the concept of “less is better” 
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Taking Timmons’s original model one step further, I propose that entrepreneurial 
managers are firmly committed to the exploitation of a given opportunity, to do so they 
need to overcome severe resource gaps (as opposed to “parsimonius”), and finally, they 
also need to move beyond their close, initial core team if they are to overcome the 
encountered resource gaps. 
3.3.1. Entrepreneurial management and commitment 
First, the existing literature has already highlighted that entrepreneurial managers pursue 
their vision firmly and resolutely even despite initial odds. According to the evolutionary 
theories of entrepreneurial action (cf. Weick, 1979), market opportunities in general are 
not readily available out there; rather, opportunities are enacted in an iterative process of 
actions, evaluations, and reactions (Berger and Luckmann, 1967; Mosakowski, 2002). 
When entrepreneurs act, they interact with the environment and they test the viability of 
the opportunity. Consequently, entrepreneurs are rarely able to see “the end from the 
very beginning”. This is so, because there is no “end” until the opportunity unfolds. 
Failure, hence, is part of the trial-and-error learning process. 
As the missing elements of the pattern take shape, the original idea may take new 
directions. One important insight is, however, that entrepreneurs are devoted to the 
exploitation of an opportunity. The way an opportunity finally will be exploited is the 
result of a learning process. Christensen (2003) for example argues that emerging 
markets requires watching how people use products, since no one – not the firms, not the 
existing customers – can know in advance that finally who or how will value the 
differentiating advantage of the new product. In a study of technology development in 
the disk drive industry, Christensen and Rosenbloom (1995) found that incumbents led 
the industry in developing and adopting new technologies – incremental and radical – as 
long as the technology addressed the needs of their existing customers. Entrepreneurial 
attackers were better by contrast in developing and adopting technologies which 
addressed user needs in different, emerging markets.  
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In order to succeed in commercializing such disruptive products, entrepreneurs must 
“invent the right kind of customers” for whom their products’ value proposition is the 
most appealing and valuable. 
Entrepreneurial managers show a remarkable degree of confidence along the way the 
opportunity unfolds. They are confident in assuming that the missing elements of the 
pattern will take shape, and in expecting that the return envisioned from pursuing an 
opportunity is certainly worth the sacrifices, the investments, and even the short-term 
losses. To summarize, entrepreneurial commitment is characterized by firmness of 
purpose and relentless pursuit of an opportunity. 
Hypothesis 1: The level of opportunity commitment will be significantly greater in the case 
of high-level entrepreneurial management than in case of low-level entrepreneurial 
management. 
 
As an illustration of H1 hypothesis consider the following case example: 
“As one promise after another ended up in smoke, my colleagues became increasingly panicked 
because of their personal finances. Some of them already regretted their recklessness in leaving 
their safe government jobs for the uncertain waters of private enterprise. I did everything to raise 
their spirits and convince them that we must continue developing our programs – even without a 
client in sight, because soon or later a client would materialize and then at least we would have 
something ready for them... That was the time when we had discovered another genius, and I 
wanted him to join our company right away. My co-workers, who have suffered much more than I 
from our hand-to-mouth existence during the firm’s precarious early days, felt that it was too soon 
to expand. This disagreement was the first sign that our objectives were fundamentally at odds. 
My co-workers wanted to be assured of a living wage, while I envisioned an expanding company” 
(Bojár, 2005:22-23). 
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3.3.2. Entrepreneurial management and resource gaps 
Irrespective of their age and size, the supply of the required quality and quantity of 
resources could be a problem in nearly all organizations – mainly because it is difficult to 
estimate in advance the actual resource needs of the organization. Opposed to 
parsimonious resources, most entrepreneurial processes are characterized by severe 
resource constraints and scarcity. That is so because entrepreneurial managers act with 
ambition beyond the resources currently under control, in relentless pursuit of 
opportunity (cf. Stevenson 1983; Timmons, 1994). Consequently, resources definitely 
constitute a bottleneck in the course of implementation. A resource gap may take various 
forms: a lack of information, knowledge, inputs and physical assets, or even working 
capital. 
Prior research has implicitly assumed that more resources are usually better than fewer 
resources in promoting firm expansion. This assumption overlooked the possibility that 
keeping slack resources may be inefficient. On the contrary, Penrose (1959) argued that 
redundant productive resources are wasted, if they are not used. Wiseman and Bromiley 
(1996), for example, found that slacks negatively influenced performance, and both 
March and Simon (1958) and Simon (1957) suggested that slack may encourage 
suboptimal firm behavior, and often lead to sub-optimal organizational behavior. In 
addition, the resource-rich firm is not always at a competitive advantage vis-à-vis the 
resource-poor firm (Mishina et al., 2004).  
Resource constraints can be enabling in certain conditions (Jarillo, 1989; Rao and Drazin, 
2002). Furthermore, Katila and Shane (2005) revealed that innovation capacity in general 
is greater in markets that are crowded, resource-poor, and small. Katila and Shane hence 
cracked the conventional wisdom that low-competition, resource-rich, and high-demand 
environments support innovation. On the contrary, such environments typically support 
incremental innovations. 
In addition, resource may serve as important starting points, however, the scarcity of 
skills, time, and resources imply constraints in certain contexts, while not in others. 
Resource constraints can be enabling when the management develops resource 
acquisition strategies to overcome these constraints (Agarwal et al, 2002; Rao & Drazin, 
2002). Current research has pointed out that resource scarcity or inadequacy (often 
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referred to as resource gaps) may act as catalysts of entrepreneurial activities and 
innovation, as entrepreneurs in their attempt to overcome a serious resource gap tend to 
discover new ways of production and operations which provide a competitive edge over 
incumbents (Christensen, 2003). While resource gaps induce the discovery and 
exploitation of new strategic positions and new value propositions, they may also induce 
change in industry competition rules (Markides, 1999:172).  
Entrepreneurial managers often overcome resource gaps by not playing “the game better 
than competition but to develop and play an altogether different game”. Instead of 
attacking the established competitors in their existing, well-protected positions, 
entrepreneurial managers spot emerging strategic positions in the map of their industry. 
Changing conditions – such as the smaller hardware capacity requirement in case of 
Graphisoft’s technology – are giving rise to new customer segments, new products and 
services, or new ways of manufacturing or delivering existing products (Markides, 1997). 
Kirzner (1979: 181) for example argued that “entrepreneurship reveals to the market 
what the market did not realize was available, or indeed, needed at all” (Foss et al, 2006).  
Breaking the rules depends on the firm’s strength and weaknesses. The company 
identifies gaps in the industry positioning map, decides to fill them, and the gaps grow to 
become the new mass market. Redefining either explicitly or implicitly the definition 
given long time ago to the business – like: who is the target customer segment? What are 
our core capabilities and what specific need can we best satisfy? Then who will be the 
right customer to approach? – not just improves resilience but also helps to spot gaps in 
the market. 
 
As the literature pointed out, entrepreneurial managers in their effort to overcome these 
constraints often turn the initial drawbacks into competitive advantage (Christensen, 
2003) by not playing “the game better than competition” but developing an altogether 
different game. 
Hypothesis 2: The problem of temporary resource gaps will be significantly more frequent 
in the case of high-level entrepreneurial management than in the case of low-level 
entrepreneurial management. 
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As an illustration of H2 hypothesis, consider the following two case examples:  
Graphisoft was first on the market introducing three dimensional modeling on personal computers 
in the mid 1980s. During the cold war an embargo on Western exports to East Bloc countries was 
established. At that time Hungary was amongst the CoCom (an acronym for Coordinating 
Committee for Multilateral Export Controls) countries hence technology sanctions applied to 
Hungarian computer imports. Consequently, the founders of Graphisoft simply could not acquire 
big capacity computers to work on. The initial drawback compared to their western competitors 
turned to be a big hit, as they were forced to work on small computers, their products eventually 
could be run on PCs too. 
Another Hungarian entrepreneurial company called Kürt Ltd. also suffered from the import 
embargo of the CoCom system. Since the supplies of computer spare parts was in great shortage, 
the two brothers in 1989 started to repair computing devices. They were ready to undertake the 
repair and manufacturing of any kind of devices, first physical damages and later on damages 
caused by IT disasters. The challenges faced everyday eventually lead them to invent step-by-step 
a new, leading edge technology for Information Security and Data Recovery that became their 
distinctive competitive advantage. (downloaded from www.kurt.hu September, 2007). 
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3.3.3. Entrepreneurial management and social capital 
Entrepreneurial firms, however, follow a resource-intensive strategic posture (Wiklund 
and Sheperd, 2005). From the point of view of entrepreneurial practices the important 
question is to ask how the resources gaps will be overcome. In their studies, Mangham 
and Pye (1991) observed that entrepreneurial managers heighten their awareness and 
sharpen their focus through the mobilization of their social capital. 
The interpersonal relationships of entrepreneurs – as agents of the firm – with other 
individuals and organizations can provide “the conduits, bridges, and pathways through 
which the firm can find, access, and mobilize external opportunities and resources” (Hite 
2005:113). Woo et al. (1992) observed that entrepreneurs utilized personal and 
professional sources of information to a greater extent than public sources of 
information. Uzzi (1997) also observed that personal networks are especially favorable for 
long-term economic success. 
Entrepreneurial managers are found to be skilled at using their time to develop 
relationships with people who are crucial to the successful exploitation of their perceived 
opportunity (Cook, 1992; Larson and Starr, 1993). Moreover, they are described as 
calculative. They make strategic choices regarding their network; they add new ties, 
upgrade weak ties to strong ties, or drop ties according to the changing needs (cf. Elfring 
and Hulsink, 2007; Hite, 2005; Larson and Starr, 1993; Szabó, 2007). Moreover, social 
networks are best viewed dynamically, not statically. Entrepreneurs are ready to move 
beyond their close, initial core networks if they are to meet their changing resource needs 
(Hite & Hesterly, 2001; Eisenhardt & Schoonhoven, 1996). If entrepreneurs find 
themselves closed off in clusters without indirect ties to the resources and opportunities 
they need, they can actively engage in breaking out of clusters.  
Finally, Pescosolido and Rubin (2000) argue that modern groups are so transitory and 
contingent that they do not really give people a basis for stable ties. Instead, people 
experience serial, short-term, and contingent relations with others, mostly through 
indirect rather than face to face contacts in contemporary social life. Entrepreneurs will 
turn to similar alters as long as these provide the necessary supply of resources, including 
information. When a tie stops providing the information and resources what needed, 
entrepreneurs may decide to drop the tie (Elfring & Hulsink, 2007).  
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In summary, people with the “right” mix of embedded ties can more effectively mobilize 
their network’s resources to achieve their goals than people or groups with less 
influential social connections can. 
Hypothesis 3: The strategic development of social capital in order to access missing 
resources and information will be significantly greater in the case of high-level 
entrepreneurial management than in the case of low-level entrepreneurial management. 
 
As an illustration of H3 hypothesis, consider the following case example:  
At the time Graphisoft management was looking for customers, Apple Inc. was about boosting its 
sales on the personal computer market by attracting software developers and programmers to 
work on their machine. New software running on Apple hardware meant generating demand for 
Apple PCs. By the fall of 1983, the Munich Systems Exhibition was where Graphisoft eventually 
joined Apple in a strategic alliance. Apple was willing to patronize the Hungarian start-up for 
adapting the software prototype to Apple computers, while the ownership of the program 
remained at the founders. This was more than a strategic alliance, since generously provided four 
of its newest Lisa computers to the young team in addition to introducing them to its distributors 
(Bojár, 2005). According to the founder Bojár, “these contacts later formed the backbone of 
*Graphisoft’s+ international distribution system … to build up such a network of *their+ own if they 
had even been capable of doing so, would have cost many millions of dollars” (Bojár, 2005: 40). 
The alliance was beneficial for both parties, since Graphisoft was the biggest draw within the 
Apple exhibit at CeBIT in Hannover. “It is true that most visitors came to see Macintosh, but the 
Mac could only run a few very simple applications. In contrast, our Lisa machine, displaying 3D 
image of the cardboard pipeline model, was an eye-catcher. In fact, our program was the first 3D 
modeling software for a PC-category machine” (Bojár 2005: 40). 
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3.4. Summary of hypotheses 
In the center of the model there is the entrepreneurial manager, who is committed to the 
exploitation of an opportunity despite any initial odds. The opportunity iself unfolds 
during the process the entrepreneurial manager tries to overcome the resource gaps she 
or he encounters. One way to overcome resource gaps is to mobilize the social capital of 
the entrepreneurial manager. Social capital may provide valuable resources, even 
information or access to customers and suppliers.  
Figure 5. Roles of entrepreneurial managers in the context of the dissertation 
 
Hypothesis 1: The level of opportunity commitment will be significantly greater in 
the case of high-level entrepreneurial management than in case of low-level 
entrepreneurial management. 
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Hypothesis 2: The problem of temporary resource gaps will be significantly more 
frequent in the case of high-level entrepreneurial management than in the case of 
low-level entrepreneurial management. 
Hypothesis 3: The strategic development of social capital in order to access missing 
resources and information will be significantly greater in the case of high-level 
entrepreneurial management than in the case of low-level entrepreneurial 
management. 
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4. Empirical study of entrepreneurial management 
My goal in gathering empirical data was twofold. The first goal was to enrich our 
understanding by testing constructs on an emerging market. I have designed and 
conducted an online survey research to test my hypotheses on a large sample of small- 
and medium-sized organizations. The survey process was rigorously designed and I 
applied the selection criteria of SME defined on the basis of their size between 10 and 
250 employees. From a random sample of 1000 firms, only 587 non-agricultural firms, 
with at least of 3 years of existence were selected. 
In order to accomplish the second goal, a new methodology – multidimensional scaling – 
was introduced. In their review, Chandler and Lyon (2001) pointed out that scholars 
increasingly tend to employ sophisticated methodology in entrepreneurship research; 
however, only 20% of the 416 articles reviewed used no statistical analysis beyond simple 
descriptive statistics. Arriving at a similar conclusion, Oviatt and McDougall (2005:540) 
called for a more sophisticated research design and for the use of more appropriate 
analytical techniques. 
4.1. The entrepreneurial management measured along a continuum 
The notion of entrepreneurial management allows entrepreneurs to be hired managers. 
The perspective taken is consistent with previous research (cf. Foss et al, 2006; 
Burgelman, 1983b; Kanter, 1989, 1985) pointing out that in modern firms are increasingly 
encouraging entrepreneurship at all levels of the organization in order to facilitate the 
resolution of the organizational capability-rigidity paradox. The recognition of 
opportunities together with value creation via new combinations of resources is 
entrepreneurial, whether it actually involves ownership or not (Foss et al, 2006).  
This implies that entrepreneurship is a behavioral phenomenon, and it seems natural to 
treat entrepreneurship not as a dichotomous variable but to assume that all firms fall 
along a conceptual continuum that ranges from highly conservative to highly 
entrepreneurial (c.f. Barringer & Bluedorn, 1999; Davidsson, 2003).  
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At one extreme, the truly “promoter” firms are risk-taking, innovative, and proactive 
while in contrast with the opposite extreme, the conservative “trustees” are risk-averse, 
less innovative, and adopt a ‘wait and see’ posture (Stevenson, 2006). 
While promoter and trustee define the conceptual end points of the spectrum, empirical 
observations which contrasted trustees with promoters (cf. Nyström, 1979; Miller, 1983; 
Busenitz & Barney, 1997; Barringer & Bluedorn, 1999; Hortoványi & Szabó 2006a; 
Hortoványi, 2007) have confirmed that some firms show more entrepreneurship than 
others. A firm’s position on this continuum is determined by the level of its 
entrepreneurial orientation, as visualized in Figure 4. below. 
Figure 6. Continuum of entrepreneurial orientation 
 
The entrepreneurially behaving firms are generally distinguished from administrative 
firms in their ability to innovate, initiate change, and perpetuate the strengths of 
flexibility and responsiveness (Guth & Ginsberg, 1990). The classification scheme is an 
ideal one, in the sense that it emphasizes and highlights features that are less 
pronounced in the extremes. It does not imply that either type of firm by definition is 
better or worse from a strategic point of view. Thus, entrepreneurial management is not 
an idealistic example, but rather a range of behavior that consistently falls closer to the 
promoter’s end of the spectrum. 
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4.2. Measures of entrepreneurial orientation 
As mentioned in the introduction, the vast majority of scholars agree with the view that 
the degree of CE can be measured by three dimensions: innovativeness, proactiveness 
and risk-taking, as mentioned in the introduction (Knight, 1997; Covin & Slevin, 1991; 
Miller & Friesen, 1983).  However some authors, such as Lumpkin and Dess (1996) argue 
that five dimensions, not three should be used to measure entrepreneurship; namely 
autonomy, competitive aggressiveness, proactiveness, innovativeness and risk-taking. In 
contrast with their views, Morris et al. (2006) critiqued the inclusion of competitive 
aggressiveness as a separate dimension, because in its content, competitive 
aggressiveness largely overlaps if not part of proactiveness. Following the suggestion of 
Kreiser et al, (2002) present study includes growth orientation as the fifth, independent 
measurement of entrepreneurial management. The description of each of these 
dimensions follows in more detail: 
4.2.1. Autonomy 
Autonomy refers to the independent action of an individual or a team in bringing forth an 
idea or a vision. In general, it means the ability and will to pursue opportunities, even 
though factors such as resource availability, actions by competitive rivals, or internal 
organizational considerations may change the course of the initiative, but not sufficient to 
extinguish it (Lumpkin & Dess, 1996). As a consequence of delegating authority to 
operating units (Szabó, 2005) in entrepreneurial firms, the impetus for new initiatives 
stems from lower levels of the hierarchy.  
Modern firms are increasingly encouraging entrepreneurship at all levels of the 
organization (e.g., Day and Wendler, 1998; Lynskey & Yonekura, 2002). To foster 
entrepreneurial attitudes and behavior managers must give significant discretion to 
employees. Employees holding decision authority can be described as “proxy 
entrepreneurs,” exercising delegated or derived judgment on behalf of their employers. 
Such employees are expected to apply their own judgment to new circumstances or 
situations that may be unknown to the employer rather than just to carry out routine 
instructions in a mechanical, passive way. This type of arrangement is typically seen in the 
management literature as a form of empowerment, encouraging employees to utilize the 
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knowledge best known to them and giving them strong incentives to do so (Foss et al, 
2006). As previous studies (see Nyström, 1979) described it is principally a decentralized, 
curious and open-minded organization culture that enables firms to meet the challenge of 
discovering and forming new possibilities and application areas. Corporations do not carry 
out their innovation activities in isolation of their research labs, but building and 
tightening the co-operation with their consumers or even competitors have become ever 
important (Christensen, 2003).  
This view is confirmed by Castells (2000) who points out that corporations in Silicon Valley 
were able to conquer the borderlands of technology because they continuously fertilized 
each other by spreading knowledge via exchange of their employees and experts. The 
friendships between these people remained regardless of the changes in the jobs and the 
discontinuance of the daily work connections: the frequent midnight professional 
disputes in Mountain View, in the grill bar of Walker’s Wagon Wheel have made much 
more for the spread of technological innovations than the most seminars in Stanford. The 
synergic combination of decentralized organizational structure and customer oriented 
business strategy promotes the productive use of internal and external knowledge. 
Granting such latitude to employees brings both benefits and costs presenting managers 
with a tradeoff between encouraging beneficial entrepreneurship and facilitating harmful 
entrepreneurship inside the firm (Foss et al, 2006). As subordinates become less 
constrained, they are also likely to engage in “destructive” proxy-entrepreneurship as 
well, referring to those activities that reduce joint surplus. The most important function of 
organizational design, hence Foss et al. (2006) argue, is to balance productive and 
destructive proxy-entrepreneurship by selecting and enforcing the proper constraints. 
4.2.2. Innovativeness 
Based on Schumpeter’s concept of entrepreneurship, innovativeness refers to the 
creation of new products, services, processes, technologies and business models (Morris 
& Kuratko, 2002). Economically, innovation is the combination of resources in a new and 
original way. Entrepreneurially, it is the discovery of a new and better way of doing 
things. Knight (1997) and Kreiser et al. (2002) expanded the definition that by regarding 
innovativeness as the capability, capacity and willingness of an enterprise to support 
creativity and experimentation to solve recurring customer problems. Innovation is not 
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simply about generating creative ideas, but also involves the commercialization, 
implementation and the modification of existing products, services and new ways to meet 
market demand via new resource combinations. 
Antoncic and Hisrich (2001) linked the innovativeness dimension with technological 
leadership, supported by research and development (R&D), in developing new products, 
services and processes. The goal of innovation, however, is the creation of a marketable 
competitive advantage rather than a pure technological invention. An invention (a new 
way of doing something) becomes an innovation only if it meets with an opportunity (a 
demand for a new way of doing something. Thus, technical-technological, organizational, 
financial and commercial activities are equally present, and they – in interaction with one 
another, in an integrated way – determine the way of materializing an idea. Innovation as 
such demands extensive information processing capability across projects and 
organizational boundaries (Brown & Eisenhardt, 1997) and across organizational 
disciplines (Volberda, 1996). 
Innovation is not something that happens at some point in time. It is a process. 
Accordingly, innovation lays at the heart f the entrepreneurial process and is a means of 
opportunity exploitation. Innovation is not a characteristic of the individual 
entrepreneurs, but of their actions (Gartner, 1988). 
4.2.3. Proactiveness 
Proactiveness reflects an action-orientation with a forward-looking perspective reflected 
in actions taken in anticipation of future demand (Covin & Slevin, 1989; Lumpkin & Dess, 
2001). Kreiser et al. (2002:78) defines proactiveness as the aggressive execution and 
follow-up actions to drive an enterprise toward the achievement of its objectives by 
whatever reasonable means required. Proactive firms constantly seek new opportunities 
by anticipating future demand and developing products and services in regards of unmet 
customer needs. They tend to be industry leaders in regards of developing new products, 
procedures, or technologies (Lumpkin and Dess, 1996). Consequently, they are also likely 
to be initiators in the creation or discovery of new attributes that lead to an increase in 
value creation (Foss et al, 2006).  As such, proactiveness has certain underlying attributes 
like the anticipation and quick reaction to opportunities; the attitude to being a pioneer 
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or fast follower; and the high regard for employee initiatives (Knight, 1997; Stevenson & 
Jarillo, 1990). 
Being the first-mover rather than being the follower is not an exclusive characteristic, 
though. A firm can be novel, forward thinking, and fast without always being the very first 
(Lumpkin & Dess, 1996). Proactiveness reflects a willingness to be unconventional rather 
than rely on traditional methods of competing, for example via challenging competitor’s 
weaknesses (Lumpkin & Dess, 1996). 
4.2.4. Risk-management 
Before elaborating risk-management, the term propensity to take risk needs to be 
defined. Risk-taking refers to the willingness to commit significant resources to 
opportunities that involve a reasonable chance of costly failure. Brockhaus (1980) has 
found that some entrepreneurs may be cautious and risk averse under some 
circumstances and risk-taking in others. While risk bearing is an important element of 
entrepreneurial behavior, entrepreneurial managers found to be „carefully brave” that is 
they tend to take risk grudgingly and only after they have made valiant attempts to 
spread their risks on capital sources and resource providers (Stevenson, 2006). 
Risk-taking is assumed to be inherent nature of entrepreneurial behavior, since 
entrepreneurs need to act under conditions of uncertainty. Because there are few if at all, 
previous experiences as well as no other organizations to imitate, knowledge about 
possible successful strategies is very limited. Although all venturing attempts face 
uncertainty and the possibility of painful mistakes such problems take a more acute form 
for entrepreneurial managers vis-á-vis small business founders (Aldrich & Martinez, 
2001). Hence, the measurement of the extent to which individuals differ in their 
willingness to take risk is fraught with difficulty, especially when it is based on subjective 
evaluation. This is so, because what one person regards as “calculated” approach another 
may regard as “aversion”. The problem of subjectivity, however, can be overcame by 
cross-checking the growth-plans of the firm with to CEO’s self-evaluation. 
Moreover, research has showed that entrepreneurs in general seem to prefer taking 
moderate level of risk, thus tend to avoid both low-risk and high-risk situations (Sandberg, 
1992). Predominantly, they avoid low-risk situations because the easily attained success is 
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not a genuine achievement. In contrast, the outcome of high-risk projects is regarded a 
matter of chance irrespectively of invested own efforts. The risks hence are typically 
assessed, calculated and managed (Hortoványi & Szabó, 2006a; Morris & Kuratko, 2002). 
Instead of committing significant amount of resources at one, entrepreneurs aim to 
invest only small amount of resources as long as future contingencies unfold. By delaying 
substantial resource commitments, their potential loss is kept at minimum in case a 
certain idea, however, does not come up to the expectations. 
4.2.5. Growth Orientation 
A considerable body of literature has demonstrated that growth orientation in itself 
represents an entrepreneurial characteristic (Cooper et al, 1989). Vesper (1980) for 
example pointed out in his study of venture types, that many business owners never 
intend their business to grow over what they consider to be a controllable size. Hence, it 
is necessary to go beyond the notion of corporate life cycles and stages to conceive of an 
entrepreneurial firm (Carland et al. 1984:357). Glueck (1980) distinguished between 
entrepreneurial ventures and what he termed family businesses by focusing on the needs 
and preferences opposed to those of the business. Glueck found that when in conflict, the 
needs of the family will override those of the business. In contrast, an entrepreneurial 
firm would opt for pursuit of growth and the maintenance of the firm’s distinctive 
competence through obtaining the best personnel available.  
Consequently, not all new ventures are entrepreneurial in nature; and entrepreneurial 
firms may begin at any size level. The critical factor in distinguish entrepreneurial 
managers from non-entrepreneurial ones, and in particular small business owners, is the 
presence of a sound and articulated growth objective (Davidsson et al, 2004; Carland et 
al, 1984). Moderate growth expectations however, are more typical (Hortoványi & Szabó, 
2006a) in accordance with the observation that entrepreneurial managers are carefully 
brave, and hence they gradually test the viability of ideas. 
4.2.6. Independence of the five dimensions 
Traditional school of thought views these dimensions as contributing equally and in the 
same direction to the degree of corporate entrepreneurship (Barringer & Bluedorn, 1999; 
Zahra, 1991). Although all of these attributes of entrepreneurial orientation may be 
exhibited by highly entrepreneurial firms, Kreiser et al. (2002) and Lumpkin and Dess 
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(1996) argue that these dimensions vary independently of one another and researchers 
shall not restrict entrepreneurial behavior to only those cases in which all the five 
extensively present. While several firms may be entrepreneurial in one or a few respects, 
few are entrepreneurial throughout the spectrum. It is conceivable, however, that in 
many situations a firm would have to excel along all or most of these dimensions in order 
to achieve the ability to create superior value (Brown et al 2001).  
Consequently, there may be many different routes to achieve high entrepreneurial 
performance, depending on the type of opportunity a firm pursues; the combination of 
these five attributes must be present. 
 
4.3. Data collection 
In order to produce generalizable results I have utilized a simple random sample obtained 
from the Central Statistics Office (Budapest, Hungary) in October, 2008. The random 
sample of 1000 non-agricultural firms registered in Hungary, however, needed to be 
further reduced by eliminating those firms which failed to match the following two 
criteria: firms must have been in business at least since 2006 and the minimum number of 
their employees respectively must be at least 10. The imposed sampling frame yielded a 
sample of 587 firms. The survey took place in between March 2009 and April 2009. Out of 
the 587 firms we managed to collect 203 responses yielding a response rate of 34.58%. I 
believe that the considerable high response rate is sufficient enough to eliminate non-
response bias. 
4.3.1. Online survey 
Data collection was done through a structured online survey, where the respondents – 
founders or senior managers (mainly CEOs) – were asked a series of questions to compare 
and judge their own management style’s similarity as well as dissimilarity relative to pairs 
of statements representing the opposite ends of the entrepreneur–administrator 
continuum. One potential advantage of this perceptual approach is the relatively high 
level of validity because it allowed me to pose questions that directly addressed the 
underlying nature of the constructs.  
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Entrepreneurship researchers frequently use the self-reported perceptions of business 
owners and executives because those individuals are typically quite knowledgeable about 
company strategies and business circumstances (Hambrick, 1981).  
For example Lumpkin and Dess (1996) refer to a study by Chandler and Hanks (1994) that 
found a correlation between the owner and the CEO’s assessment of business volume 
(earnings, sales etc.) and archival sales figures. 
In order to reduce the occurrence of response contamination, I mixed the pairs of 
questions from time to time, so that each type – entrepreneurial as well as administrative 
– of statement could appear on both sides. Mixing the questions was derived from 
Davidsson (2004) who suggested that the “higher” the level of measurement is for the 
operationalizations of a variable, the better. 
Finally, I also decided to take advantage of modern technology by designing a 100-point 
equal-length scale from both ends of the continuum instead of the generally applied 7-
point Likert scale. The respondents, however, were not expected to work with numbers; 
rather, they were asked to use a visual scale by placing the pointer between minus 100 
and plus 100 including zero in accordance with their personal judgment about the 
opposing pairs. By working with a 201-point scale (from -100 to +100 including 0), I also 
believe that the MDS algorithm could better explain the underlying dimensions. 
4.3.2. Testing the data 
Based on the five measures of entrepreneurship (namely autonomy, innovation, 
proactiveness, risk-taking, and growth orientation), I generated eleven pairs of 
statements (variables). 
Analyzing previous studies that aimed to operationalize and validate entrepreneurial 
orientation (without claiming a complete list: Antoncic and Hisrich, 2001; Barringer and 
Bluedorn, 1999; Brown et al. 2001 etc.) I found that researchers run factor analysis using 
principal components analysis and varimax rotation. The items in those research papers 
were usually measured on a five- to ten-point scale; however, the researchers did not 
enclose information about testing the normality of their data. According to Kovács (2006), 
the data suitable for factor analysis should have a bivariate normal distribution for each 
pair of variables, and observations should be independent. 
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While factor analysis requires that the underlying data are distributed as multivariate 
normal, and that the relationships are linear, multidimensional scaling (MDS) imposes no 
such restrictions. MDS (PROXSCAL) attempts to reduce the data by finding the structure in 
a set of proximity measures between objects or cases. This is accomplished by assigning 
observations to specific locations in a conceptual space. Since MDS is relatively free of 
distributional assumptions, it is the most common technique used in perceptual mapping. 
In addition, factor analysis tends to extract more dimensions than MDS. Consequently, 
the dimensions obtained by MDS tend to be readily interpreted. Because of these 
advantages, I decided to run MDS on the database. 
4.3.3. The sample characteristics 
One half of the respondents (97 firms, 47.8%) are falling into industrial sector, while the 
other half of the respondents (106 firms, 52.2%) are falling into service sector on the basis 
on their primary activity (For more detail see Table 7). 
Table 7. Sample distribution by sector 
Sector N % 
Processing industry 15 7.4% 
Machine manufacturing 21 10.3% 
Construction industry 36 17.7% 
Other industry 25 12.3% 
Retail and wholesale trade 42 20.7% 
Transportation and logistics 16 7.9% 
Other services 48 23.6% 
Summary 203 100% 
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There are 37 firms established before 1989 (18.4%). Twice as many (74 firms, 36.8%) 
were established between 1990 and 1995. Between 1996 and 2000, 39 firms were 
established (19.4%), while established after 2001 there are 51 firms (25.4%). 
Based on the employment size, there are 123 small firms, out of which 70 firms (34.5%) 
have more than 10 but less than 20 full-time employees on the basis of their year-end 
employment data in 2008.  In the sample, there are 70 medium-sized firms (34.5%), 
however, there are missing employment data in case of 10 firms (4,9%). 
The majority of respondents (104 out of 203, representing 51.2%) have got ownership 
stake in the firm, a bit smaller portion of the respondents (97 out of 203) are employed 
managers. There are missing data in 2 cases.  
With regards of age distribution, 70% of the respondents are somewhere between 31 and 
52 years of old (142), only 4 of them are older than 60. The majority of the respondents are 
male managers (147 out of 203, 72,4%), while one quarter of the respondents are female 
managers (54, 26,6%).  
The educational background of the respondents is quite evenly distributed as well. Half of 
the respondents have a degree in engineering (101 persons), while other half of the 
respondents (102 persons) have a degree in economics. There are 2 persons with a PhD 
degree. The majority of the respondents did not spend more than 3 months abroad 
(cumulatively), and only 10.4% spent 3 to 6 months, 6.5% spent 1 to 3 years, and finally 
8% spent more than 3 years abroad with studying and/or working. 
Finally I have also checked the formal experiences of the respondents. 79 persons (38.9% 
of the respondents) have never managed other organization or firm, while 117 persons 
(57.6% of the respondents) never started a venture before this one. Only 47 respondents 
reported to start one venture before this one (23.2%). Finally, 22 respondents (10.8%) 
reported to start 2 or more ventures before. In case of 17 response, the data is missing.    
.  
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5. Findings 
By running MDS, I revealed three dimensions, two of which remained hidden in previous 
studies. The first dimension was “entrepreneurial orientation” besides “speculation” and 
“product push” orientations. The three dimensions were named as: 
 Entrepreneurial orientation [EO] 
 Speculation orientation [SPO] 
 Product push orientation [PPO] 
Each of the new dimensions also represents a conceptual continuum, just like 
entrepreneurial orientation does. Speculation orientation ranges from high risk tolerance 
to high risk avoidance. In the case of product push, the range is between a single product 
and highly diversified product lines. 
Accordingly, firms in the sample were distributed due to their orientation level in each 
dimension. A firm’s position on any of the three continuums is determined by the level of 
its orientation. For example, in the case of the second dimension, a high speculative 
orientation means that the manager perceives innovation to be marginally important; 
however, she or he is rather speculative in the form of taking significant risk in the hope 
of high returns in the short-term. Similarly, high risk avoidance refers to a preference for 
safe, low risk, and easily reachable ideas. 
With regard to the third dimension, product push orientation signals an aggressive 
attitude toward scaling up product lines and using promotions and advertising in 
promoting sales growth. Innovation efforts tend to be directed toward potential 
marketable improvements to an existing product or service. Hence innovation is 
perceived as an incremental, clearly defined, and time-tested process designed to prove 
or disprove its value to the company. In the case of poor results, the management prefers 
to abandon the activity quickly.  
On the other hand, however, the single-product orientation implies that the manager is 
committed to the development of a single but radically innovative product idea. 
Innovation is perceived as a sporadic process, with starts and stops, dead ends and 
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revivals. Persistence is a key element of the processes. A low level of product push 
orientation is also characterized by a relatively high level of uncertainty tolerance and a 
simultaneous effort to reduce risks to a manageable level. Finally, it is also associated 
with the aim of breaking traditional ways of conducting business. 
For the identification of managerial behaviors in the sample, I applied a two-step cluster 
analysis. The advantage of this method over both the hierarchical and the non-
hierarchical k-means cluster analysis is that two-step cluster analysis is based on its 
selected Schwarz Bayesian information criterion (BIC); hence, it suggests the ideal 
number of clusters.  
All the cases were used to in the 2-step cluster analysis. As a result, 5 clusters were 
obtained. Each and every cluster is easily separable from the others; the distribution of 
the clusters is also well balanced. Out of the 203 respondents, 40 fall into C1, the 
entrepreneurial manager cluster. There are 42 administrative managers in cluster C2, 
while 37 managers were identified as risk-avoiders representing cluster C3. The largest 
cluster, C4, is made up by 45 gamblers. Finally, 39 respondents are associated with the 
product offensive management style (C5).  
Table 8. Interpretation of clusters 
 EO SP PO Cluster names Distribution 
C1 + 0 0 Entrepreneurial management style 19.7% 
C2  0 0 Administrative management style 20.7% 
C3 0  0 Risk-avoider management style 18.2% 
C4 0 + 0 Gambler management style 22.2% 
C5 0 0 + Product offensive management style 19.2% 
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Figure 7. Cluster distributions along dimensions 
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I have controlled the management style for size (full-time employees), industry, age of 
the firm, and ownership, as well as for age, educational background, international 
experience and gender of the CEO. I have also confirmed that there is no relationship 
between the above-mentioned characteristics and the market behavior of the firm.  
For testing the hypotheses, the most appropriate method was testing the correlation 
between the independent variable (management style) and the dependent variables 
(opportunity, network, and resource gap) by using cross-tabulation and Pearson 
correlation to measure the association between the variables. 
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Table 9. Test of Hypotheses 
Hypothesis EO SPO PPO 
H1 – Persistence +   
H2 – Social Capital ++   
H3 – Resource Gaps ++   
 
With regard of the entrepreneurial dimension, the results indicate that entrepreneurial 
managers tend to consider learning as part of the opportunity exploitation. Interestingly, 
however, they do not differ significantly from administrative managers. Both 
management styles tend to be persistent in testing the viability of business ideas and 
pursuing them despite of initial odds. The second hypothesis was strongly supported 
implying that entrepreneurial managers are indeed more strategic in developing their 
social capital in accordance with their changing resource needs. By contrast, 
administrative managers – just like gamblers – are rather spontaneous in developing their 
networks. Finally, hypothesis 3 was also strongly supported because entrepreneurial 
managers perceived that they experience a greater frequency of resource gaps than their 
counterpart, administrative managers. 
In case of gamblers and risk-avoiders, none of the hypotheses were supported. By 
definition, neither of the two management styles is considered as entrepreneurial. In the 
case of product offensive management style, however, there was a weak negative 
correlation with persistence. This is in line with my expectations, since product offensive 
managers have a short-term orientation: in the case of poor early results, they prefer to 
abandon the activity quickly. They also prefer to have slack resources.  
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6. Scholarly and managerial implications 
I believe that my research makes three main contributions for scholars and entrepreneur 
educators. First, the research has justified the adequacy of multidimensional scaling 
technique in testing constructs of entrepreneurial management. According to our 
findings, multidimensional scaling is proven to equip us with statistically more correct and 
more valid results. 
Second, the empirical study has advanced the understanding of corporate 
entrepreneurship by revealing two hidden dimensions: speculation and product push. The 
former is an important step in advancing theory since, without the exclusion of gamblers, 
testing hypotheses may lead to misleading results. Gambling over the last two decades 
has demonstrated extensive growth. Societies, like those in emerging markets, tend to 
allow a wide array of gambling opportunities. Some of these opportunities are often 
associated with less reputable activities with links to the grey economy. It is for future 
research to test whether speculation and gambling are a contextual factor or not; and 
whether it is an independent dimension for both; emerging and developed economies. 
Third, I managed to highlight a third dimension – product push. The research confirmed 
that the number of new products is not a measure per se of entrepreneurial innovation. 
The number of new products is indicative only if the products are extensively built on 
innovation.  
The findings have implications for practitioners by highlighting that the behavior of 
entrepreneurial managers differs from that of administrative managers by the use of 
social capital and resource scarcity. 
I also believe that the results have implications for policy makers, too, drawing their 
attention to the speculation dimension. Supporting SMEs in times of crisis runs the risk of 
inefficient distribution of financial aids since the targeted entrepreneurs only make up 
roughly 20% of the sample. In addition, SMEs can be the engine of regional growth only if 
they have innovation and long-term orientation; however, a preference for the product 
offensive management style works against it. 
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8. Appendix 
8.1. The questionnaire of entrepreneurial orientation 
 
With the following statements we try to identify the collective management style of 
the top management that, of course, are determined by you. By moving the pointer 
of the scale, please select the statement out of the two that characterizes most 
your collective management style. The closer the pointer is to the statement, the 
more it complies with your collective management style. 
 
1. In general, the management (including myself) prefers … 
A sales initiatives and 
marketing tools on proven 
products and services 
  The development of 
cutting-edge technology 
products / services (R+D 
and innovation) 
B 
 
Low-risk projects with a 
safe return 
  Risky projects offering 
outstanding profits 
C First we assess how 
competitors act, then we 
react 
  Typically we act before the 
other competitors 
D 
 
We have not introduced 
any new  services / 
products at all 
  We have introduced many 
new  services / products in 
the past 3 years 
E New products / services 
are introduced only if the 
management comes up 
with the idea 
  The management is glad to 
hear the proposals of the 
employees 
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F We strive to retain our 
current position 
  We continuously look for 
growth options 
G 
 
We focus our forces on 
retaining and better 
serving our existing 
customers 
  We focus our forces on 
finding new customers and 
consumer segments 
H If we decide to implement 
an idea, we are ready to 
assign resources at once 
  If we decide to implement 
an idea, we strive to retain 
our flexibility and assign 
resources only gradually, in 
small steps 
I We are characterized by 
competitive spirit: if 
necessary, we face to 
face compete with 
competitors and are 
ready to start a counter-
attack 
  We try to avoid direct 
confrontation: we 
concentrate on features 
that differentiate us from 
our competitors 
J We try to formulate 
realistic, easy reach ideas 
  We strive at formulating 
speculative, forward-
looking ideas 
K Everything has to be 
approved by the top 
management 
  Our subordinates have 
significant independent 
decision competences 
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8.2. Growth orientation 
To what extent is growth important for the management? 
We are satisfied, no plans 
to grow 
[    ] 
We would like to grow but 
are not able 
 [    ] 
Yes, to a small extent 
[    ] 
Yes, we have great 
plans 
[   ] 
 
2. How do you want to grow in the near future? Please answer on the basis of 
your realistic possibilities and expectations. 
 We do 
not want 
it 
Somewhat 
important 
Important 
Very 
important 
a) Recruit new employees [    ] [    ] [    ] [    ] 
b) Open new offices, points of sales [    ] [    ] [    ] [    ] 
c) Increase sales revenues [    ] [    ] [    ] [    ] 
d) Introduce new products [    ] [    ] [    ] [    ] 
e) International expansion [    ] [    ] [    ] [    ] 
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8.3. Commitment 
Typically... 
we prefer to invest only after the feasibility 
of an idea has been sufficiently proven 
    initial difficulties are considered as a 
part of the learning process 
we rather look for new opportunities when 
the first negative signs appear in the 
implementation process 
    we keep on implementing an idea as 
long as there is still a slight chance to 
realize it 
If we decide to exploit an idea or opportunity, ...  
we tend to be very committed to the 
implementation of our original idea (prefer 
not to change) 
    from the very beginning we are 
opened to modify our original idea if 
we need to 
8.4. Social capital 
Typically, our relations maintained with our business partners are ... 
close and long-term    Loose and occasional 
Typically, with our business partners we are ... 
in a contractual relationship    in an informal relationship 
Typically, our business partners are  ... 
directly connected to each 
other as well 
   are connected to each other 
only through us 
Typically, 
we invest into the relations we 
already have 
   we invest in establishing more 
and more new relations 
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8.5. Resource gaps 
When evaluating our ideas, the primary criterion is that ... 
they should fit into our current 
businesses 
   they should open new businesses 
opportunities 
Due to the lack of resources (e.g. financial, know-how, free capacities, information etc.)... 
we often reject good ideas    typically, we do not reject a promising idea 
– instead, we look for a partner who can 
supply the missing resources 
We select the opportunities to be exploited depending on ... 
how well they fit to our resources    how valuable they are from the point of 
view of building our future 
When we decide to exploit an idea or opportunity, this means that ... 
we already have got the resources 
we need to the implementation 
   we often have to look for new partners 
who will supply the missing resources 
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8.6. Dimensions 
  Entrepreneurial 
orientation 
Speculation 
orientation 
Product 
Push 
Entrepreneurial orientation 
Speculation orientation 
Product push orientation 
A 
B 
C 
D 
E 
F 
G 
H 
 I 
J 
K 
 
** significance level 0,01      * significance level 0,05 
 
EO questions” 
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8.7. Hypotheses testing 
  Entrepreneurial 
orientation 
Speculation 
orientation 
Product 
Push 
Entrepreneurial orientation 
Speculation orientation 
Product push orientation 
H1 - A 
H1 - B 
H1 - C 
H3 - D 
H3 - E 
H3 - F 
H2 - G 
H2 - H 
H2 - I 
H2 - J 
 
** significance level 0,01      * significance level 0,05 
 
H1-A: testing hypothesis 1 with question “A” 
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